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EXECUTIVE SUMMARY

In the early 1990s, states made health care reform a high priority in response to escalating Medicaid
costs and increasing numbers of people without health insurance. More and more states began to reform
their Medicaid programs through demonstrations authorized by Section 1115 of the Social Security Act.
These demonstration programs, which require federal approval, give states great flexibility to modify their
Medicaid programs. Most demonstration states aim to control costs through mandatory managed care and
to expand eligibility to reduce the numbers of uninsured people. Before 1993, only Arizona had a
comprehensive Section 1115 demonstration. By November 1, 1996, 10 states had implemented
comprehensive Section 1115 demonstrations, 5 more applications had been approved, and 9 others were
under review by the Hedth Care Financing Administration (HCFA).

Section 1115 demonstrations make major changes in the way hedth care for the poor is financed and
delivered.  Consequently, many important policy questions arise: How do the shift to managed care and
the expansion of coverage to new groups affect access to care and quality of care? How do these changes
affect the structure of the heath care delivery system? What can we learn from how these programs are
implemented and financed? What is their ability to control costs?

This is the first annua report of a S-year evaluation that is assessing implementation of five Section
1115 demonstrations and impacts on the beneficiaries covered by the programs. The evauation is
sponsored by HCFA, which is responsible for approving, monitoring, and evauating the demonstrations.
The five demonstration programs being evauated in this study are (1) Hawaii’'s QUEST, (2) the Maryland
Medicaid Section 1115 Hedth Care Reform Demongtration, (3) Oklahoma's SoonerCare, (4) Rhode
Idand's RIte Care, and (5)Tennessee’'s TennCare. These programs are implementing managed care
dtatewide. Hawaii, Rhode Idand and Tennessee have expanded their eligible population to include some
uninsured low-income people. This report focuses on program implementation in Hawaii, Rhode Island,
and Tennessee, which took place in 1994. It covers the first year of the programs in Hawaii and Rhode
Isand and the first 18 months in Tennessee. Oklahoma implemented its program in 1996 and Maryland
will implement its program in 1997, too late for inclusion in this report.

DATA

Data for this report were collected from documents, focus groups, and interviews with key persons
in each dtate. Interviews with state officials, staff of managed care organizations (MCQs), providers,
legislators, and advocacy organizations, as well as focus groups with consumers and physicians, took place
during two 1 -week visits to each of the states in mid- 1995. Documents were provided by HCFA, the
states, MCOs, providers, and others.
BEFORE THE DEMONSTRATIONS

These three states applied for Section 1115 demonstrations for similar reasons.
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. Medicaid costs had been increasing, and they wanted to control costs and improve the cost-
effectiveness of their programs.

They were concerned about reducing the uninsured population.

. They wanted to take advantage of the administration’s support of expedited demonstration
approvals.

However, their immediate motivations differed. In Hawaii, QUEST was designed to integrate three dtate
insurance programs. The state had been moving toward universal hedth insurance long before QUEST
and had the lowest level of uninsured people in the nation. So, Hawaii focused on sowing growth in
Medicaid costs by enrolling participants in MCOQs. It aso focused on increasing federa matching of state
expenditures by integrating its General Assistance program and the State Health Insurance Program
(SHIP), a program for low-income uninsured people, with the Medicad program for nonelderly and
nondisabled people. The goa of program integration was to provide seamless coverage, with consistent
eligibility criteria and benefits, and to ensure that the two state programs could receive federal matching
funds. Rhode Idand’s program goals grew out of concerns about primary care access problems in the
Medicaid program, illustrated by the high proportion of expenditures on inpatient hospital stays and
excessive use of emergency rooms for primary care. Additionaly, increases in unemployment resulted in
increases in the number of people without health insurance. Tennessee, which was anticipating the end
of the dtate’'s hospital tax in 1993 (the basis for disproportionate-share hospital funding), believed new
taxes were politically infeasible, and needed a way to solve its budget crisis. Furthermore, 16 percent of

people under age 65 in the state lacked heath insurance, and the state was eager to expand insurance
coverage for this group.

Before the demonstrations, the hedlth service delivery systems in the three states varied considerably.
These contrasting markets influenced state program development, approaches to capitation rate setting,
and ease of implementation. Managed care penetration in Hawaii and Rhode Island was above the nationa
average, at 23 percent and 26 percent of the insured population enrolled in health maintenance
organizations (HMOs), respectively. By contrast, Tennessee had little managed care penetration; only
6 percent of the insured population was enrolled in HMOs. However, managed care was a smal part of
the Medicad program in dl three states (four percent or fewer of Medicaid enrollees were voluntarily
enrolled in HMOs). Hospital bed supply was greatest in Tennessee, which had a high proportion of beds
per person and low occupancy rates, and lowest in Hawaii, which had a low proportion of beds per person
and high occupancy rates. In Tennessee, Medicaid payments to physicians were relatively generous, as
a result of increases in the 1980s to improve access. By contrast, physician payments in Rhode Island were
very low, and one demonstration program goa was to improve Medicad physician payments and
participation. A unique feature in Rhode Island was that community health centers served one-quarter or
more of Medicaid recipients.

PROGRAM CHARACTERISTICS

Design and Implementation Schedules. The three states designed their programs rapidly. They
received demonstration approval within 5 months after applying and implemented their programs between
6 weeks later (Tennessee) and 12 months later (Hawaii).
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State Application  Submitted Application  Approved Program  Implemented
Hawaii April 19, 1993 July 16, 1993 August 1, 1994
Tennessee June 16, 1993 November 18, 1993 January 1, 1994
Rhode Idand July 20, 1993 November 4, 1993 August 1, 1994

Eligibility, Service Coverage, and Enrollment. All three demonstrations introduced statewide managed
care during 1994, covering al or part of the traditional Medicaid population as well as new populations
that were previoudy ineligible. Tennessee's program was the largest and most inclusive, and Rhode
Idand’s, the smallest and least inclusive. All three programs required people in the expansion group with
incomes above a threshold to pay part of their costs. In Tennessee, the threshold was family incomes above
100 percent of the poverty level; in Hawaii and Rhode Island, it was family incomes above 133 percent
of the poverty level (or above 185 percent of the poverty level for pregnant women and infants).

Medicad ~ Groups Enrollment  After
State Included Expansion Group Included One Year
Hawaii AFDC-related  and Nonelderly, nondisabled uninsured people with 157,000
(QUEST) poverty-related  groups incomes under 300 percent of the federa poverty
level®
Rhode Idand | AFDC-related and Uninsured children under age 6 and pregnant 70,000

(Rlte Care) poverty-related  groups | women with family incomes under 250 percent
of the federal poverty level

Tennessee All groups except Uninsured people (with subsidies up to 1,251,000
(TennCare) quaified Medicare only | 400 percent of the poverty level) and medicaly
beneficiaries uninsurable  people

* In 1996, Hawaii restructured the QUEST program to reduce participation and expenditures grestly.
® Mogt of the newly eligible population was adready covered under state General Assistance and SHIP.

The demonstrations maintained or expanded the benefits provided under Medicaid. TennCare
eliminated Medicaid limits on physician services, outpatient visits, home health visits, and prescriptions.
It adlso added adult psychiatric inpatient coverage. Although QUEST covered the same benefits as
Medicaid, these benefits were more generous than those provided by SHIP. Rlite Care added a
comprehensive package of family planning benefits for 2 years to women who would otherwise have
become ineligible for Medicad 60 days postpartum. It aso added nonemergency transportation,
interpreter services, childbirth education, parenting education, nutrition counseling, and smoking cessation
classes.

Participants in all three states had to choose an MCO when they enrolled in the demonstration. In
Tennessee and Hawaii, initial program enrollment was by mail, with no counseling provided, and everyone
in the covered Medicaid population was enrolled in managed care al at once. Rhode Island’s process was
more personalized; the state tried to counsel Medicaid participants in person, and enrolled them in Rlte
Care during a 12-month period.
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Managed Care Contracting. Although the process varied, al three states contracted with enough MCOs
in different areas so that al participants had a choice between at least two MCOQOs. All MCOs received
capitation payments from the state to serve the enrolled populations.

Hawaii and Rhode Island requested proposals from MCOs, and then negotiated capitation rates with
each one individualy. Both states contracted with five HMOs (one of which was formed by federaly
qualified hedlth centers [FQHCs]). Hawaii aso contracted with two dental MCOs and two behaviora
health MCOs. In Tennessee, there was no forma request for proposals from MCOs. The state drew up
two standard contracts (one for HMOs and one for preferred provider organizations--PPOs). Seven
HMOs and five PPQs signed these nonnegotiable contracts. Tennessee paid the same capitation rates to
dl MCOs (dthough rates varied by member characteristics).

Number of Newly FQHCs Formed an Number  of
State Number of MCOs Formed MCOs HMO? Statewide MCOs
Hawaii 5 1 Yes 1
Rhode Idand 5 1 Yes 5
Tennessee 12 5 No 2

‘Five of the MCOs were PPOs.
*Three of the five new MCOs were sponsored by teaching hospitals.
“In 1996, a third MCO was offered dtatewide.

During the first year, capitation rates per member, per month, averaged $115 in Rhode Idand and
$188 in Hawaii (Hawaii's rate included dental coverage). Tennessee set an average payment rate and then
discounted that rate to include expected savings from managed care and to share with providers the savings
accruing from reduced numbers of uninsured people. After discounting, the payments averaged about
$10 1 per member, per month, during the first 6 months of TennCare. .

In Tennessee, the five PPOs have until 1997 to implement primary care gate-keeper arrangements,
so many enrollees and providers are not yet subject to standard managed care practices. (These PPQs ae
simply limited providers networks, they do not alow members to use out-of-plan providers) In the other
two states, primary care gate keepers are required Tennessee also alowed MCQs more freedom than the
other states to market to enrollees. For example, MCOs could market door-to-door and, with permission,
in welfare offices where people apply for Medicaid.

Budget Neutrality and Financing. A condition of demonstration approval was that it be budget neutral
to the federal government during the S5-year demonstration period. To varying degrees, each state assumed
it could slow growth in Medicaid program costs and use some of the savings to serve more people.

Tennessee and Hawaii ended their disproportionate-share payments to hospitals, freeing up federal funds
for program expansion. Hawaii and Rhode Island assumed that they would have served women and
children covered under Section 1902(r)(2) provisons in the absence of the demonstrations. This
assumption alowed them to increase their “baseling” costs against which budget neutrality was measured.
Tennessee planned the largest expansion and needed the greatest relative savings per person to finance it.
Although Hawaii had to stretch its federal dollars to serve more people, it also hoped to save some state
funds from the SHIP program to support expansion. Rhode Idand planned the smallest expansion.
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Moreover, because al of the expanson group could have been eligible for Medicaid under section
1902(r)(2) provisions, Rhode Island’s program did not depend on savings from managed care to finance
the expansion group. The state budgets and expected savings were as follows:

Initid 5Year Budget Expected Federd Savings Expected State Savings
State (Millions) (Millions) (Millions)
Rhode Idand $708 $1.3 $1.1
Hawaii $1,291 $5.4 $429
Tennessee $19,600 $3,200 $1,600

Hawaii expected to save state funds through incorporating state programs (SHIP and General
Assistance) in the QUEST program and getting federa matching payments. Rlte Care financed its
demongtration by keeping the current Medicaid budget intact and appropriating an additiona $6.5 million
to cover the expanded population and the administration of Rlte Care. In addition, some Department of
Hedth program funds were shifted to Rlte Care. Both states assumed that the program would receive
funds from enrollee premiums and copayments.

To finance the state share of the TennCare budget ($8 billion), Tennessee planned to draw on a variety
of sources, most of which were eligible for federal matching payments. These sources included the state
general fund, other state health programs, certified public expenditures (basicaly, uncompensated care
costs in public hospitals for Ten&are-eigible persons not enrolled), premium payments from enrollees,
a nursing home tax, and loca government subsidies for indigent care. The state also included the costs
of provider charity care in its budget (these costs were not federally matched). Capitation payments to
MCOs were reduced to reflect the provider charity contribution.

Program Administration. The adminigration of the three programs differed. In Hawaii, the Med-
QUEST divison of the Depatment of Human Services assumed some of the responshbilities of the
Department of Heath, which had administered SHIP. The Med-QUEST Divison aso took primary
responsibility for QUEST enroliment functions, which welfare staff had previously handled. This required
the division to hire and train workers to assess eligibility and enroll participants into MCQs. Rlte Cae
made the largest structural change; it is run by the Office of Managed Care, which was initialy staffed
jointly by the Department of Headth and the Department of Human Services, as well as an outside
contractor.  An executive committee made up of the directors of the Departments of Heath, Human
Services, and Administration, as well as a representative of the governor, oversaw the Office of Managed
Care in the first year. Rlte Care is now operated by the Department of Human Services. In Tennessee,
the Medicaid Bureau was renamed the TennCare Bureau. The state also added an digibility determination
contractor for the newly covered uninsured and uninsurable groups.

IMPLEMENTATION EXPERIENCE

Although it is too early to determine the impacts of these three demonstrations on beneficiaries, we
can draw the following conclusions about program implementation.

XiX



Programs were designed quickly, providing limited opportunities fpr consultation with
stakeholders. Opportunities for input to program design were limited in al three states because of the
speed with which the demonstration applications were developed and submitted. To some degree, this
caused problems in all three states. In Tennessee, interested groups had opportunities to meet with the
governor before the demonstration application was submitted for approval, but their comments were
largely ignored since they were opposed to key program elements. Physicians became angry when the
dtate ignored their views, and the state’'s medical association tried to block TennCare through legal action.
MCOs were able to review drafts of the MCO contract, and some consumer groups met with the state
biweekly from June to December 1993. However, the first public hearings on TennCare took place in
1995, one year after TennCare began. In Hawaii, there was aso little opportunity for public input.
Physician groups objected both to the process and the focus on managed care, and legislators threatened
to block implementation. In Rhode Island there appeared to be little provider concern about the move to
managed care, except among FQHCs, but consumers and their organizations criticized the state for not
involving them more in the design. As a result, Rlte Care staff made many efforts to involve consumer
advocates during implementation planning and the first year of operations. At the nationa level, the
National Association of Community Headth Centers sued HCFA to stop implementation of Section 1115
demonstrations.

Program startup was troubled All three states had implementation problems at startup, athough
the amount of confusion varied with the size of the program, the speed of implementation, and the scope
of the changes. Enrollment-related problems occurred in al three states. There were delays between
application and MCQ enrollment, MCQs could not reconcile discrepancies between their membership
records and the state's, consumers encountered problems or were confused about how to enroll in the
program or select MCQs or physicians, providers could not always tell which MCO their patients were
enrolled in, and enrollment of pregnant women and newborns was not adways smooth.

The TennCare program enrolled three-quarters of a million people into MCOs on January 1, 1994.
Administrative problems accompanied this considerable achievement. These problems were exacerbated
by the brevity of the period between program approva and implementation, and the lack of managed care
experience in the state. Despite hard work by state arid MCO stéff, the necessary eligibility and clams
processing systems were not working smoothly on January 1, 1994. In addition to confusion about
enrollment, the state was not ready to oversee MCQs. Moreover, some MCQs ran into provider network
problems. The largest TennCare MCO (Blue Cross) initialy lost onethird of its physician network
because physicians objected to the MCO’s requirement that they accept TennCare patients if they
continued to accept state employees, This situation led to difficulties getting access to some speciaists.
Throughout the first 18 months, the second largest TennCare MCO (Access MedPlus) had major problems
paying provider claims and required close monitoring by and help from the state.

Hawaii's much smaller program was aso chalenged by the volume of eligibility applications it had
to handle at the start of QUEST and the inexperience of the staff handling this function. Because of the
ensuing application backlogs, applicants had to wait more than a month to get an appointment for igibility
determination. The state had anticipated a wait of only 10 days, during which it would pay fee-for-service
for services applicants received. The prolonged delay led to problems for the state in deciding how to
provide coverage during the waiting period. Furthermore, many beneficiaries had to change physicians
unnecessarily.

Rhode Idand was criticized for implementing Rite Care before everything was ready. Even though
enrollment into managed care was phased in during a 12-month period, the state’s digibility system till
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had problems, causing confusion for providers and consumers. Rlte Care placed new demands on the
date€’'s Medicad Management Information System (MMIS), which had only been implemented in
December 1993. Furthermore, because the HMO formed by the FQHCs was not licensed when Rlte Care
began, it requested a delay in Rlte Care implementation. Instead, the state allowed enrollees choosing this
plan to remain in fee-for-service Medicaid until the plan received its license. The HMO believed this had
a negative effect on its enrollment. Other HMOQs considered this an unfair advantage, and one threatened
to sue the state.

States were able to attract MCOs and retain their participation. Despite states limited experience
with Medicaid managed care, they were able to contract with capitated managed care plans quickly. Each
state included new MCQs, some formed by FQHC:s, others by teaching hospitals. MCO operations appear
to have been reasonably smooth in Hawali and Rhode Island. Some MCQs in Tennessee were not fully
developed at startup, however, because of the brief planning period, the lack of managed care experience,
and the absence of a strong state licensing mechanism for MCOs.

All of the initid MCOs were still operating 12 months after startup (18 months in Tennessee), but we
are unable to predict their long-term viability at this point. While the Rhode Island MCOs did not provide
details, they indicated losing money in the first yea:, though none was insolvent as a result. The state
intended to change the MCOQs’ contracts in Year 2 to improve consumer access to services. Provider
reimbursements for pregnancy care and delivery have aready increased. In Tennessee, none of the MCQs
reported making much money in the first year, and some reported losses. Eighteen months after startup,
the state increased capitation rates by 9.5 percent rather than the 5 percent increase scheduled in the
contracts. The MCO contracts were renewed after 18 months with gtiffer penaties for failure to report
accurate encounter data to the state and diverse additional requirements to provide ongoing managed care
education.  In contrast, all MCOs in Hawaii appeared to make money during the first year. The dtate
renegotiated capitation ratés after one year, reducing them dightly. As QUEST started its second year,
the state also capped enrollment in the largest plan to ensure adequate enrollment in the other plans (so that
the other plans would stay viable).

Provider payments relative to Medicaid varied across the three states. MCOs set provider payment
methods and amounts, subject to the capitation payment rates the state paid. In Hawali, payments
appeared to be about the same as under Medicaid. In Rhode Island, payments to primary care physicians
appeared to be higher, as intended. With the exception of primary care physicians in some plans,
Tennessee providers reported lower payment rates than under Medicaid.

In Hawaii, program payment levels did not appear to change much from Medicaid rates. It was too
ealy for hospitals to determine how QUEST had affected them, athough there were no dramatic initia
effects. Payments to hospitals by MCOs often included disproportionate-share hospital supplements.

Rite Care intended to improve primary care physician participation by increasing payment rates, and
early signs are that it has been successful, although there were initial concerns about participation in parts
of the state. Hospitals felt it was too early to assess Rlte Care’s impacts on their finances, but al 15
hospitals in the state were participating in it After extended debate, the state decided that MCOQs have to
pay hospitals for emergency room screening (also an important issue in the other two states).

Tennessee providers' reports of low payments by MCQs are consistent with the deeply discounted
capitation payment to MCOs. To assist providers in the transition to managed care, Tennessee provided
supplemental provider payments during the first year. Nevertheless, cash flow worsened under TennCare
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(a smal sample of hospitals reported that the days in net accounts receivable doubled under TennCare,

compared to Medicaid). Major changes in the amounts providers are paid under TennCare have led to
concerns about and actions to sustain the viability of some safety net providers. Most notably, the Regional
Medica Center in Memphis (“The Med") received a specid payment of $12 million in 1995 to assist its
transition to managed care and to ensure continued access for vulnerable populations.

FQHCs lost cost-based reimbursement in these programs, which was a serious problem for them.
As a result of FQHC pressure, Rhode Island pays a supplemental fee of $10 per member, per month, to
FQHCs for each participant who selects that FQHC as a primary care ste.  The supplement was intended
to assist FQHCs in the transition to managed care. Hawaii aso provided a temporary FQHC supplement.

Providers had to adjust and experienced some administraiiveproblems. All three demonstrations
required new MCOs to develop hedth care provider networks rapidly. They also required providers to
adapt their clinical and administrative practices as the Medicaid program changed from largely fee-for-
service to managed care. All types of providers in al three states complained about the lack of managed
care education for consumers, who did not understand their obligations to use primary care gate keepers
or conditions under which they should use emergency rooms.

Providers in al three states were criticd of administrative problems (especialy uncertainty about
patient eigibility). In Hawai and Tennessee, primary care physicians spoke of difficulties in making
referrals to specialists because of low specialist participation. Hawaii's physicians were aso concerned
about disruption of patient relationships when MCOs arbitrarily assigned patients to physicians regardless
of their choices. These physicians lost a lot of old patients but gained many new ones. In Tennessee,
providers complained of slow payments and frequent payment denials by MCOs. But, within 15 months
of TennCare implementation, some facility-based providers had begun to use their market power to act on
problems, such as lack of timely payment. All providers indicated that administrative problems with
payments were a least as problematic as low payments.

In Rhode Idand, participation in a commercid HMO contracting to serve Rlte Care enrollees
obligated physicians to teke part in the demonstration. This requirement, known &mainstreaming,
apparently caused few problems for physicians. In Tennessee, the same requirement in the Blue Cross
provider network upset physicians considerably. Physician participation in QUEST was entirely voluntary.

Low-income consumers appeared satisfied with the demondrations, although disabled and
chronically ill consumers were less satisfied. In focus groups, dissbled and chronicaly ill consumers
appeared dlightly less satisfied with the programs than low-income consumers, because of greater concerns
about access to speciaists and emergency care. (This may have been true under fee-for-service too.) The
relatively low rates of plan switching (10 percent or less) during the first open enroliment period support
these reports. Despite their overall satisfaction, consumers in al three states identified problems with the
eligibility and enrollment processes (some had not understood initially that they were supposed to choose
an MCO and a primary care physician, and some had delays in receiving care because of enrollment
problems). Rlte Care consumers were especialy pleased with the greater choice of places to receive care
than under Medicaid (some had transferred from clinics to private doctors) and the remova of the stigma
associated with being on Medicaid. (However, some Rhode Island physicians were concerned that
consumers switching from FQHCs to private practitioners might not receive all the support services they
needed.) By contrast, Hawai and Tennessee consumers complained about physician choice (in Hawaii,
consumers objected to losing their previous doctors and dentists, even when the provider participated in
the plan and was requested by the consumer). Tennessee consumers mentioned problems, with prescription
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drug coverage and access to primary care physicians and dentists. Rlte Care participants said that
restrictions on emergency room access left them puzzled about what constituted a genuine emergency.

Tennessee and Hawaii had budgetproblems in the first year. Tennessee was unable to raise all
of the budgeted state funds during the first year of TennCare and thus could not receive the maximum
federd matching payment alowed. Because of these problems, the state closed enrollment in the program
for the uninsured a the end of 1994 to everyone except people losing Medicaid eigibility and medically
uninsurable people; enrollment had not reopened as of December 1996.

QUEST participation was 40 percent higher than initialy planned, partly because of unexpected
program popularity and partly because of a statewide recession, leading to serious budget problems. In
1995 and 1996, the state took increasingly stem measures to rein in costs by restricting eligibility and
lowering capitation payments to MCOs.

In the first year, Rhode Island appeared to underspend its per member, per month, targets. It enrolled
only 1,000 people in its expansion group, one-tenth of the expected number. The implications are dill
being worked out, but the underspending may be due to different demographic characteristics in the
enrolled population than projected. It could also mean that capitation payments were set too low, as MCQ
representatives  have claimed.

The date monitoring process for MCOs was ill being developed States are responsible for
monitoring MCOs to ensure that they fulfill their contracts. Quaity improvement monitoring was dill in
the developmental stage in Hawaii and Tennessee. These states concentrated on more basic operational
problems during the first year than Rhode Idand, which had well-developed state quality improvement
standards. To monitor plan performance, the states need accurate encounter data (which are aso required
for the evaluation). Eighteen months after startup, none of the states had produced final encounter data
for the first year, which limited their ability to monitor MCO performance during startup.

The states are modifying program administration and MCO requirements in response to
problems. Because of implementation problems, states are modifying both program administration and
MCO requirements, although they have retained basic program structures. In addition to restricting
program éigibility, the divison of Med-QUEST in Hawai made two important adminisirative changes.
it developed a special unit for expediting certification of pregnant women, and it arranged to station
digibility workers a FQHCs. By the end of the first year, Hawaii had greatly reduced the waiting time
between application and enrollment. In Rhode Idland, the state moved the Office of Managed Care into
the Department of Human Services to facilitate Rite Care administration and it took steps to expedite
enrollment of newborns, which had been problematic. It also made or plans to make several operationa
changes in response to first-year experiences, including requiring MCQs to pay for an emergency room
screening that determines whether a visit is an emergency. In early 1995, the new governor of Tennessee
transferred the TennCare Bureau from the Health Department to the Department of Finance and
Administration to reflect de facto reporting lines. He also added an assistant commissioner and supporting
staff to the Department of Commerce and Insurance to strengthen oversight of TennCare MCQs. Eighteen
months after TennCare began, the state made an unscheduled increase in the capitation rate, in response
to criticisms that the rate was too low, and added terms to MCQ contracts to improve encounter data
reporting and ongoing managed care education.
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LESSONS FROM STARTUP

A number of congtituencies can learn from the startup of the Section 1115 demonstrations in Hawalii,
Rhode Idland, and Tennessee. ‘These constituencies include the federal government, the participating
states, other states that may be planning Section 1115 demonstrations, MCOs, providers, and consumers.
The lessons below, drawn from startup experience, may help these constituencies understand their options
and the most efficient ways of meeting their goals.

States can implement major changes in a short period The three demonstration states
implemented major changes in a year or less. These changes resulted from the combined efforts of state
and federa agencies, MCOs, hedlth care providers, and advocates. In varying degrees, each state provided
health insurance to new groups that would otherwise have remained uninsured.

More time is needed for planning and implementation. In Tennessee, an array of problems resulted
from rapid implementation. Both Hawaii and Rhode Idand took about a year after approva to implement
their programs and still encountered difficulties, albeit less severe ones than Tennessee's, Consumers are
more confused when managed care enrollment occurs statewide al on one day (as in Hawai and
‘Tennessee). Although Rhode Idand's rolling implementation schedule also had shortcomings, it did not
tax staff capacity to the same extent.

States can expand Medicaid managed care rapidly, although it is too early to assess the
implications for quality of care and MCOs’ long-term financial stability. An initia evaluation question
was whether existing MCOs would participate or whether new MCOs would be formed to participate,
since these states had limited Medicaild managed care experience. None of the states had difficulty getting
plans to participate, and some new MCOQs were developed explicitly for the programs. Some of the new
MCOs, such as those owned by federally qualified hedlth centers and Medicaid-only plans, could not have
been formed under standard federa rules (though they could operate for up to 3 years under Medicaid
1915(b) waivers). The MCOs that served the most patients used network-style managed care. They were
eventually able to form both urban and rural networks, athough access problems occurred initialy in some
areas and physician specidties (some of which continue). The longer planning periods in Hawaii and
Rhode Island, and Rhode Island’s strong state licensure requirements, appeared to ease the transition to
managed care. The lack of managed care infrastructure in Tennessee seems to have created problems,
suggesting that states need to review MCOs’ readiness before startup and consider limiting their
enrollment until they prove they can operate smoothly. It is too early to assess MCOs’ quality of care or
long-term  financia ~ stability.

States need more administrative resources during startup. In the short term, states may require
more (and different) staff to implement managed care demonstrations than they do to manage fee-for-
sarvice Medicad programs. All the states initidly had staff shortages, especialy in enrollment and
consumer relations. States used consultants constructively to help design and manage program elements,
such as managed care contracting and capitation rates, thus adding expertise that was not available
internally. From the start, states need to develop automated data systems to track enrollment in MCOs.
States may have underestimated the necessity for the types and amounts of resources needed to monitor
MCOs. In sates with little managed care experience, MCO start-up problems can be serious and long-
lasting. Rhode Idand, which had the strongest managed care market and the most developed HMO
licensure requirements, had far fewer initid MCO problems than Tennessee.
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Procedures for enrolling pregnant women and newborns may need to be modified under
managed care. All three states encountered snags in enrolling one or both of these groups in managed
care, which threaten access to care. All states have improved the process by which newborns are assigned
to the same MCO as the mother, and Hawaii added a unit to expedite certification of pregnant women.

Consumers need more education about managed care. Enrollees often did not understand their
choices among MCOs or how managed care worked. Only Rhode Island made any serious attempts at
patient education in the first year, but even there, providers felt that more ongoing education was needed.
Unbiased enrollment counseling is criticd when a progran starts and word-of-mouth advice within the
community is scant. At a minimum, states should have accurate directories of participating physicians
avallable to help enrollees select MCOs. Ongoing education is needed to explain managed care practices,
such as how to use primary care gate keepers and when to use the emergency room.

Safety net providers may need special support Experiences in Tennessee suggest that, if states want
the safety net hospitals to continue to serve vulnerable populations, they may need to make specia
arrangements to help them in the transition to managed care. Experiences of some FQHCs in dl three
states indicate that their abilicy to continue to serve the remaining uninsured people may be compromised
by lower payments, even when states make supplementary payments.

Budget problems may undermine expansions. Both Tennessee and Hawaii suffered unanticipated
budget problems. Tennessee was unable to raise enough funds for the state share of the budget. It was
forced to curtall enrollment of the uninsured after one year and to make a number of budget adjustments
in the first and second years. Hawaii’s participation level was much higher than expected, forcing program
cutbacks in the second and third years.

Controversy can be resolved through increased communication. In al three states, startup was
accompanied by controversy. Conditions appeared more stable and less controversial by the end of the first
year (18 months in Tennessee). Key factors in the improvements were flexibility in solving problems and
increased communication among the state, MCOs, hedth care providers, other stakeholders, and
consumers, .

Despite dtart-up problems, these demongtrations survived political changes. These types of
programs are not abandoned easily after startup. In al three states, new governors have been elected (two
from the opposing party). They have made no move to dismantle the programs but have committed their
support to them and, in some cases, have made important administrative improvements.

XXV






|. BACKGROUND AND PURPOSE

In the early 1990s, the dua problems of escalating Medicaid costs and increasing numbers of people
without health insurance made hedth care reform a high priority in many states. A principa way of
implementing such reform is through waivers to the Medicaid program authorized by Section 1115 of the
Socia  Security Act: the research and demonstration walver program.” States apply to the federal
government for waivers to alow them to modify their Medicaid programs in an atempt to ameliorate their
problems with Medicaid costs and uninsured populations. As of November 1, 1996, 10 states had
implemented comprehensive Section 1115 demondration programs, 5 more had been approved, and 9
others had applied and were under review.

The Hedth Care Financing Adminigtration (HCFA) is evauaing the Section 1115 demonstration
programs through a contract with Mathematica Policy Research, Inc. (MPR) and its subcontractor, the
Urban Ingtitute. This is the first of four annual reports of an evaluation of five states that have Section 1115
waivers for their Medicaid programs. The 5-year evauation will assess how the following Section 1115
demonstrations were implemented and what their impacts were on the beneficiaries of“siervice (programs

ae listed in order of implementation):’

. The Tennessee TennCare program (implemented January 1, 1994)
The Hawai QUEST progran (implemented August 1, 1994)

. The Rhode Island Rite Care program (implemented August 1, 1994)

‘Socid  Security Amendments of 1965, Public Law No. 80-97 (amending 42 U.SC. 1315 (a)()),

“In addition to the evaluation of the overall impacts of the Section 1115 demonstration programs, MPR
Is dso evauating the effect of the demonstrations on persons with disabilities, including mental health and
substance abuse disorders. This work is being funded by the Assistant Secretary for Planning and
Evaluation (ASPE), and by the Substance Abuse and Menta Health Services Administration (SAMHSA).
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. The Oklahoma Sooner&t-e program (implemented April 1, 1996)

. The Maryland demonstration programs (to be implemented January 2, 1997)

These five programs are al implementing managed care on a large scale, and three of them have expanded
their eligible population to include uninsured low-income people.  Thisreport focuses on the
implementation of the demonstration programs in Hawaii, Rhode Island, and Tennessee, which
implemented their programs in 1994. The other two states implemented their programs too late for study

in the first year.

A. INTRODUCTION TO THE SECTION 1115 DEMONSTRATION PROGRAM

A variety of issues fueled the rapid, recent growth in the Section 1115 demonstration programs:.
national hedth care reform discussions, states desire for greater flexibility in operating their programs,
and expansions in managed care. Nationa hedth reform seemed likely as a result of the public support
for it during the 1992 presidential election campaign. Meanwhile, states were urging the federal
government to give them greater freedom to experiment with federally funded headlth and socia welfare
programs. Welfare reform programs and block grant financing mechanisms were, increasingly often
proposed. Then, the President, in working with the National Governors Association, promised a faster
waiver approval process for Section 1115 demonstrations. In this sefting, more states began to consider
and apply for Section 1115 waivers for their Medicaid programs. Because of the widespread growth of
managed care and the expected savings resulting from it, the states applications included strong managed
care components.

A variety of Medicaid program waivers are available to states; this evaluation focuses on the broadest
of these-the Section 1115 research and demonstration program. A Section 1115 waiver gives a dstate

great, but not unlimited, flexibility to restructure its Medicaid programs if the demongtration “is likely to



assist in promoting the objectives of the [Medicaid] program.”® For example, a state can change digibility
standards, thereby dlowing it to cover populations such as single adults and working families that
traditionally have been excluded from Medicad. A state can aso change the “amount, duration, and
scope” of benefits it offers and can limit beneficiary choice of health care providers. This adlows the state
to mandate enrollment in managed care. States can request a waiver of the normal Medicaid requirement
that no more than 75 percent of a managed care organization's (MCQ’s) members are Medicad or
Medicare enrollees. In addition, a state can seek waivers on how providers are reimbursed. For example,
the Section 1115 waiver authority alows states to wave the Medicad cost-based reimbursement of
Federaly Qualified Hedth Centers. The five states in the evaluation have sought and received exemptions
in all key program dimensions: eligibility, benefits, freedom of choice of provider, provider
reimbursement, and financing.

Since the Administration announced a streamlined process for approving Section 1115 waivers in
August 1993, there have been 23 new applications or approvals. This excludes Arizona (which had
operated under a Section 1115 waiver since 1982), Oregon (which applied in 1991 and was approved in
March 1993) and Hawai (which applied in April 1993 and was gpproved in July 1993) Among the 23
states, 13 applications have been approved (athough 1 --South Carolina-has been indefinitely postponed),
and 8 have been implemented (including al of the evaluation states except Maryland). Table I. 1 lists all
the states that have ever applied for or received a comprehensive Section 1115 waiver.

The statutory authority provides no guidance about the Section 1115 waiver approval process beyond
a description of the statutes that can be waived. However, during the past 2 years, HCFA has published
procedures for states to follow. A Federal Register announcement on September 27, 1994, described the

principles that HCFA will follow in approving or disapproving Section 1115 waiver applications (Federal

3The Section 1115 demonstration program alows primarily for waivers of the statutes of Sections
1902 and 1903 of the Social Security Act.



TABLE I. 1

SECTION 1115 WAIVER APPLICATIONS AND APPROVALS

Implementation

State Applied Approved Date Comments
Alabama 7/10/95 Under review
Arizona 1. 1982 1 1982 1. 10/1/82
2. 3/17/95 2. Amendments
(Amendment) under review
Delaware 7/29/94 5/17/95 1/1/96
Florida 2/9/94 9115194 No implementing
legislation
Georgia
Behavioral health 9/1/95 Under review
Hawaii 4/19/93 7116193 8/1/94
lllinois 9/14/94 712096
Kansas 3/23/95 Under review
K entucky 1. 5/26/93 1. 12/9/93
2. 6/22/95 2. 10/6/95
(Amendment)
Louisiana 12/31/94 Financial proposal
disapproved 6/8/95
Maryland 53196 10/30/96 1/2/97
(proposed)
Massachusetts 4/15/94 4/24/95
Minnesota 7/27/94 4/27/95 7/1/95
Missouri 6/30/94 Under review
Montana
Behavioral health 6/15/95 Disapproved 9/1 3/95
New Hampshire 6/14/94 (Revised Under review
proposal submitted
6/5/96)
New York 3720195 Under review
Ohio 3/2/94 1/17/95 7/1/96
Oklahoma 1/6/95 10/12/95 4/1/96
Oregon 8/15/91 3/19/93 2/ /94 Amendments under .
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TABLE 1. 1 (continued)

Implementation
State Applied Approved Date Comments
Rhode Idand 7/20/93 11/1/93 8/1/94 Amendments under
review
South Carolina 3/1/94 11/18/94 Indefinitely postponed
4/95
Tennessee 6116193 11118193 1/1/94 Amendments under
review
Texas 9/6/95 Under review
Utah 7f119.5 Under review
Vermont 2/24/95 7128195 1/1/96 Amendments  under
review
SOURCE: HCFA lig fitled “Comprehensve Hedth Cae Reform Demondrations” dated September 25, 1996, updated to include
the subsequent approval of Maryland's application.
NoTES:

1. Three additiond states and the Digrict of Columbia were in pre-application status on September 25, 1996; New Jersey,
Pennsylvania, and Washington.

2. Saes in bold ae in the evauation.

*Kentucky amended its origind proposd to implement the “Kentucky Partnership Plan,” which divides the date into eight managed care
regions to form a single managed care network, offering the Standard State Medicaid benefit package to non-institutionalized

beneficiaries.

Mentd hedth and longterm cae will reman in a feefor-service system.



Register 1994). This announcement describes HCFA’s commitment to assessing the state's ability to
implement the program, indituting a meaningful policy of evduaion, mantaining the principle of cost
neutrdity over the life of the demondration, minimizing the adminidrative burden on the states, and
reducing processing time for waiver requests. In addition, HCFA expects states to provide for meaningful
public input into the Section 1115 proposals and recognizes that it takes time to test a new policy and
evaluate it. HCFA aso developed a guide for its staff to use while reviewing state gpplications (Hedlth
Care Financing Adminigration 1995a) and a proposd guide for states to use (Hedth Care Financing
Adminidration 1995b).

HCFA now encourages the states to submit brief concept papers before submitting a complete
gpplication. States must then submit an application with narrative describing the changes in program
eigibility, benefits, and sructure; an implementation plan; and a budget for the period of the waiver
showing state and federal funding levels and anticipated savings. HCFA, in cooperation with the state, sets
a schedule with target dates for decisons and shares terms and conditions with the states before they are
findized. These terms and conditions describe the mandated features of the Medicaid program that are
being waived and conditions of gpprova (such as the negotiated budget with the federal costs and a
description of which state funding sources will be matched by federal dollars). They dso discuss such
conditions as providing encounter data for the evaluation and conducting surveys of quality and beneficiary
satisfaction. Since it was streamlined in 1993, the waiver process has averaged 268 days from application
to approva.’

The U.S. Department of Health and Human Services (DHHS) has required the Section 1115
demongtration programs to be budget neutra to the federa government. Budgets may be budget neutral

over the life of the demondration instead of budget neutrd in every year of the demondtration. Budget

*This is the average for the 13 states approved since August 1993, including South Carolina, whose
program has been indefinitely postponed.



neutraity is typicaly an important issue in negotiating waiver gpprova. The federd government shares
in the costs of the Medicaid program, paying half or more of approved costs.  States may not propose
programs that will result in federa costs any higher than they would have been if the demondration
program had not been implemented. Thus, the states must develop demonstration budgets and budgets
showing what the costs would have been without the demondration, and they must spell out the
assumptions underlying each budget. These budgets make assumptions about the growth rate of the
eligible and enrolled population and the program costs over the life of the demongtration. Furthermore,
states may assume that, had they not applied for the Section 11 15 waiver, they would have increased their
Medicaid program cogts by making changes in digibility under the Section 1902(r)(2) provisons.  Swuch
changes would increase the income level a which low-income pregnant women and children are covered
under Medicad. If states assume they would have introduced such Section 1902(r)(2) coverage, their
basdline (predemonstration) federa cost estimates would have increased above the actud levels incurred.
States may, however, only assume coverage under 1902(r)(2) provisions if the Section 1115 demonstration
actudly covers these populations. The Generd Accounting Office has questioned whether the
demonstration spending limits HCFA approved for some Section 1115 demonstrations are actually budget
neutral (Generd Accounting Office]995d). We will assess the costs of each of these demondtrations over
the long term and make our own evauation of whether the demondtrations were budget neutra to the
federd government.

Responsibility for waiver approva lies with the Secretary of DHHS. Respongbhility for approva has
been delegated to the HCFA Administrator, who seeks review from other federal agencies. After approval
has been given and the program isimplemented, HCFA’s central and regiond offices are responsible for

monitoring the demondration program.



B. KEY FEATURES OF THE FIVE STATE DEMONSTRATION PROGRAMS TO BE
EVALUATED

All but Maryland and Oklahoma have expanded the population covered through their Section 1115
demondtrations. Tennessee's demondration program alows the state to cover any uninsured person
without income limits (with subsidies up to 400 percent of the federd poverty leve), aswell as medicaly
uninsurable people. Hawaii’s expangon group is limited to people under 300 percent of the federd
poverty level and focuses on those people previoudy enrolled in two state hedth insurance programs for
low-income people. Rhode Idand's expansion group was initidly limited to children under age 6 and
pregnant women under 250 percent of the federa poverty level. Tablel.2 shows the populationsthat are
included in the demonstrations and the services covered.

The five dates being evauated are dl committed to large-scale enrollment of their Medicaid
populaions into managed care in thelr demongtrations. The managed care design varies with the local
market features, which include the level of preexisting managed care and supply of providers. Except in
Oklahoma, the managed care model is the same throughout the state. In Oklahoma, rurad and urban areas
will use different models of managed care. Tennessee has enrolled its entire Medicaid population into
managed care; Rhode Island has limited managed care enrollment to pregnant womén, children, and their
parents, and the other states he between these extremes, with planned phase-ins of different populations
or services over time. Table 1.3 summarizes the managed care features of the five states demonstrations.

The programs vary in sze, depending on the number of beneficiaries digible for Medicaid prior to
the demondtration, which Medicaid digible groups are included in the demongtration, and the Sze of the
expangon group in each gate. The demondration Sizes vary between Tennessee's 1.2 million enrollees

a the end of 1994 to Rhode Idand’s 70,000 at the end of 1995.

The only Medicaid digible groups Tennessee excluded from the demonstration program were
Quadified Medicare Beneficiaries, State Low Income Medicare Beneficiaries, and Quadlified Disabled
Working Individuds.



TABLE 12

KEY FEATURES OF THE FIVE DEMONSTRATIONS: POPULATIONS AND SERVICES IN THE FRST YEAR

Medicaid Populations Excluded from

State Progran Name and Dates New Demonstration Populations Demonstrations Demondgtration ~ Services
Hawaii QUEST . Anticipated number of new enrollees: Individuals in the Aged, Blind, and . All medicaly necessary services covered prior to
5,000. About 31,000 individuals Disadbled-related  Supplemental  Security reform, except for longtem care, are covered by
Approval Date: 7/l 6/93 previoudy eligible for state programs Income (SSl) programs, Refugee Cash the demondtration (long term care is carved-out).
Stat Date: 8/1/94 (State Hedth Insurance Program and and Medicd Assistance programs; and
Genera Assistance) other than Medicaid Medical Payments for Pensioners Enabling services, such as transportation and
now eligible for QUEST. program. trandation, are also included.
. New dligibility categories and income
limits. Through consolidation, QUEST is
available to al uninsured people under
300 percent of poverty, except aged,
blind and disabled. Current Aid to
Families with Dependent Children-related
medicaly needy program eliminated.
. Assets test was reimposed in April 1996.
Maryland Mayland  Medicad . Anticipated number of new enrollees: . Dua éligibles, including qualified . All services covered under Medicad as of January

Section 1 15 Hedth Care
Reform  Demongtration

Approval Date:  10/30/96
Start Date: 1/2/97
(proposed)

None.

. New digibility categories and income

limits;  None.

Medicare beneficiaries and specified low
income Medicare benficiaries; short-
term eligibles in a “spend down” status;
institutionalized individuals; children in
the model waiver; individuals in the
home and community-based services
waiver for senior assisted housing
residents; women in the family planning
waiver program; and children in the
Maryland Kids Count program.

1, 1996, with some services carved out and paid for
feefor-sarvice.  These include: persond  and
medica day care services, services provide to
children under an individualized education plan
(IEP) or individua family service plan (IFSP); and
transportation  services.

. All services will be provided through MCOQs with

the exception of specialty mentd heath services,
which will be provided through a separate system
administered by the Mentd Hygiene
Administration. MCOs will be financialy
responshle for sdf-referrd by beneficiaries for:
family planning services from dternative providers;
school-based clinic set-vices; pregnancy related
sarvices, the initial medical exam for children under
state custody; and annua visits to the Diagnostic
and Evaluation Unit for individuals diagnosed with
HIV/AIDS.

Individuals in the Rare and Expensive Case
Management (RECM) program  will  receive
extensive case management services in addition to
adl of the services provided under the
demonstration.
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TABLE 1.2 (continued)

State

Program Name and Dates

New Demonstration Populations

Medicaid Populations Excluded from
Demonstrations

Demonstration ~ Services

Oklahoma

SoonerCare

Approval Date: 1 0/12/95
Start Date: 4/1 /96

. Anticipated number of new enrollees:

None.

. New digibility categories and income

limits: None.

Initially: long-term care recipients,
people who are chronically mentaly ill,
and people in the medically needy spend-
down group.

Most services now covered under Medicaid,
including menta-hedth and family-planning
sarvices, and additiond wellness care.

. Current service limits remain for people not under

capitation.

Rhode
Island

Rlite Cae

Approva Date: 11/14/93
Start Date:  8/1/94

. Anticipated number of new enrollees:

10,000; number subsequently reduced
New eligibility groups and income limits:

- Pregnant women and children up to
age 6 with family incomes below 250
percent of federa poverty level
Extension of family-planning services
for pregnant women 2 years afier
delivery

- Higher-income pregnant women and
older siblings of eligible children may
buy into Rite Care (at full cost to
individuals).

Individuals in the Aged, Blind, and
Disadbled-related  SSI programs.

Individuals under age 19 for whom
public agencies are assuming full or
partid responsibility (that is, children in
foster homes, private ingtitutions, nursing
facilities, or Intermediate Care Facilities
for the Mentaly Retarded (ICF-MRs).

. All services covered by Medicaid prior to reform

except for long-term care services, residentia
treatment services, dentd services, and some
mental-health, mental retardation, and substance
abuse services. These excluded services continue
to be provided as “wrap-around” services on a fee-
for-service hasis.

Specid capitation package for family-planning
services only for 2 years after delivery for women
who lose coverage 60 days postpartum.

Tennessee

TennCare

Approval Date: 11/18193
Start Date: 1/1/94

Anticipated number of new enrollees:

400,000.

. New digihility categories and income

limits:

» All individuals who cannot obtain
coverage due to preexisting conditions

- All uninsured, regardless of
employment or income status, except if
the person has access to hedth
insurance

» Enrollment capped for newly entitled;
not capped for Medicaid recipients

- Eligibility restricted to those uninsured

prior to a date within the past year

Eligibility period for medically needy

program changed. All with sufficient

medica expensss in 1 month to meet

“spend-down”  requirements  qualify for

TennCare for full year. Individuds no

longer required to satisfy spend-down

requirements every month.

. Eligibility for AFDC participants
extended for 12 months

b

Qualified Medicare Beneficiaries,

Qualified Disabled Working Individuals,

Sate  Low-Income  Medicare
Beneficiaries.

. TennCare benefits package adds to medicaly

necessary services provided under Medicaid.
Eliminates service limitations, including 14-day
limit on inpatient hospital stays. TennCare benefits
package also covers dental care for individuas
under age 21 and Early and Periodic Screening,
Diagnosis, and Treatment Services.

. Demongtration excludes services such as long-term

cae, Medicare premiums, and 1915b waiver
services. These services continue to be covered on
a feefor-service basis.




KEY FEATURES OF THE FIVE DEMONSTRATIONS: MANAGED CARE, PAYMENT, AND FINANCING IN THE HRST YEAR

TABLE 13

State

Program Name and Dates

Managed Care

Cost-Sharing  Requirements

Capitation and Provider
Reimbursement

State  Financing

Hawaii

QUEST
Aapproval Date: 7/16/93
at Dae 8/1/94

Acute-care  medicd  services
provided by capitated medicd
plans (five managed care
organizations--MCOs).
Separate capitated dental plans
(two MCOsg and behavioral-
health plans for the seriously
mentally ill (two MCOs). Long-
term care services remain
covered under the prior feefor-
savice  system.,

Some state-funded  reinsurance.

Premium  contributions__required
of individuals and families with
incomes above 133 percent of
federd poverty Ievelj.)e
Contributions on a sliding scale
of income. Pregnant women
and children under age 19 with
incomes below 185 percent of
federal poverty level exempt

from cost-sharing requirements.

Nomina copayments for those

" adts required to pay
premmms,

. Premium contributions
increased in 1995 and 1996.

» All plans serving QUEST

gopulatlon paid on a capitated
asis. Capitation rates
d'}ﬁqgg:lr_ltiated by age]2 sex, |
eligibility category (for_ example
Ax'é to yFemil%rywi& _Dependent
Children, General Assistance, or
State Health Insurance

Program), and region.

. Separde capitation rates for

dental services (separate from
medical care) by two denta
glgms. Separate capitation rates
eing developed for managed
mental-health care--menta
he?lth continues to be carved
out.

State provides reinsurance to
Elans for costs incurred above
30,000 per QUEST enrallee,

per year.

. Physicians have range of risk-

sharing arrangements (from
capitated to discounted fee-for-
service) with plans.

. Shifts SHIP and GA funds to
QU

ST. State savings due to
federd  matching.

Federal basdline increased
1902

' throu?h hypothetical

1)(2)  expansion.

Managed care savings

" antic pated.

. Those above 133 percent of

poverty have diding scale for
premiums and some cost
sharing.

Dispropartionate-share
program eliminated as a
Separate  payment.

Maryland

Maryland Medicaid Section
1 Iris Hedth Care Reform
Demongtration

Approva Date: 1 0/30/96
Start Date: 112197 (proposed)

Acute-care medical services
grow_ded by capitated MCOs.
pecialty mental health services
will be provided and funded
through a separate system
administered by the mental
hygiene administration (MHA).

. The RECM component will

consist of a network of
specidized providers who are
rembursed on a feefor-sarvice
basis to provide services for
individuals (mostly children)
who meet the defined criteria

. Long-term care not included in

the d emonstration.

+ The demongtration will not
involve the implementation of
copayments,  premiums,  or
deductibles.

. Al MCOs paid on a capitated

basis.

. To presrve the safety-net

providers, the state will assure
that each historic _provider
(essenhal(liy any provider who
has served the Medicaid
Population prior to the
implementation of the
demonstration ) who mests the
standards  established in the
regulations, is offered a contract
with a least one MCO.

. Capitation rates will be risk

adjusted to provide higher
payment levels for hgh cost
patients (populations with
specid n sz. A sophisticated
nsk adjustment system is beim
developed by the University ¢
M aryland and Johns HopKms
Health Services Research and
Demongtration Center and
Actuarial  Research  Corporation.

Federd basdline assumed to

" reman the same for the

demonstration  population as it
currently is un &prthe fee-for-
service  Medicaid  program.

Managed care savings.

anticipated; savmgs wil] accrue

to state and federd
government.
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TABLE 1.3 (continued)

State

Program Name and Dates

Managed Care

Cogt-Sharing  Requirements

Capitation and Provider
Reimbursement

State  Financing

Maryland
(continued)

There is a stoploss limit of

" $50,000 in inpatient hospita

exre nditures per enrollee in a
caleendar year and a Program for
managing 'MCO enrollees who
reach the limit.

Oklahoma

SoonerCare

Approval Date: 1 0/12/95
art Date: 4/1 /96

Extenson of mandatory
managed care in three
metrbgohtan areas under a
1915(b) walver to al areas of
the state.

MCOs in three metropolitan
areas must qualifr as rurd
partners bwyenrol Iling a. specified
number  of'yurd  beneficiaries in
surrounding  counties.

Primary care case management
will be implemented in the rura
areas not included in the rural
?artners aeas. Stating in July
997 new rurad models will be
encouraged (such as full and
pati “capitation models).

. In the urban/metropolitan MCO

component  of the " program,
there are no copayments. In
the rurd primary care case
management component,
services that are not in the
cagilatlon package may be
subject to nominal copayments
for example, $1 copayment for
prescription drugs (these apply
to fee-for-service benefits).

. Capitation rates wil] vary b

age, sex, and possibly health
status. MCOs will bid on the
rates, while primary care case
managers must accept the
estab fished rae.

cae cae managers will

. Primary.
be capitated for primary” care

services, basic ancillary services,
and mogt referas.

Outpatient networks will be
capitated for al or most
outpatient  services.

. Fulbyapitated MCOs will be

paiid 2 rate for a full range of
inpatient and outpatient “care.

. No additional financing, since

eligibility is not being
expande(!

Rhode Idland

Rite Care

Approval Date: 11/14'93
Start Date: 8/1 /94

. All enrollees (except those

excluded from  demonstration)
required to enroll in one of five
Pr;ufaud, capitated hedth plans
hal contract with state to
provide package of benefits.

Community hedth centers have
formed their own hedth plan,
which was licensed 4 months
dfter the demonstration began.

. Premium cost sharing requires
|

Pregnant women and infants
with family incomes below 1%5
percent of federd poverty lev
and children ages 1 to S years
with family incomes below 133
ercent of the federd poverty
evel are not required to
contribute.

. Individuals and families with

incomes above 185 percent of
federd poverty level€lect
premium’ cost " sharing or point
of service cost sharing.

individuals to pay monthly
premiums ; onala -

centage of actual capitation
ngtre crfgrged by plan. »
Percentage of premiumpaid
based on sliding scde o
meome.

Point of service cost sharing
requires. N0 premrum )
contributions, but does require
copayments.

Capitation amounts vary by
eight different age-sex
categories, All plans paid on a
capitated basis. Rates do not
vary by region,

. FQHCs receive supplementa

capitation payment oh1d10 per
member, per month for eac
person selecting the FQHC as @
primay care  provider.

. Special catpitation rate for
a

extended fa amity-planning
sarvices (ffered to women who
remain  elitgible 2 years after
delivery).

State offers optiond ~ reinsurance
program to limit health plans
risk. Heath plans may choose
level and type of reindurance.

Physician _reimbursement
method varies by plan.

. Savings from incressed use of

managed care in Medicaid.

. Copayments or premium

contributions from people in
the expansion groups.
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TFABLE 13 (r  ‘wed)

State

Progran Name and Dates

Managed Care

Cogt-Sharing  Requirements

Capitation and Provider
Reimbursement

State  Financing

Tennessee

TennCare

Approval Date: 11/1 8/93
Start Date: 1/1/94

. Both the current Medicaid

pulation--including t ht rc]a age
-- e

Bifhd, sand ddisdled--and

newly entitled enrolled in hz
MCOs that contract with the
state on a capitated basis to
provide al medically necessary
services except long term care,
which remains covered on a fee-
for-service  basis.

. About hdf of MCOs ae HMOs
and hdf are PPQs.

. HMOs are at risk for costs of
services, while PPQs, by law,
are not a risk.

TennCare participants with
incomes at or below 100

rcent of fedcrak&oveny leve

or Meoibtédiieligibiiblt aujsabie
to cost sharing.

For TennCare participants with
incomes betweenplo 1pand 400
percent of federa poverty level,
cost sharing includes premium
contributions, ~ copayments,  and
deductibles, which “vary by
income level.

. At or above 400 percent of the

federdl poverty level, full cost
sharing * through premuéms,
() requirements, an
deg%iblgg.

173

All MCOs paid on a capitated
basis for TennCare benefit
package. Capitated rates for
these services adjusted for age,
sex (during childbearing years
only), and disability status.
Rates do not vary by region.

. State carves out mental health
services for the seriously
mentdly ill and reimburses
roviders on a feefor-service
asl1s.

. Each MCO negotiates payment
methods with e%roviders.p Y

. Pool for MCOs serving
beneficiaries with high™ cost
chronic  conditions.

+ Payments made to MCOs for
the first 30 days of service for
the uninsured and uninsurable
enrolless in the first year.

. Savings from increased use of
, managed cae

Disproportionate-share fund
tran%f_er;r)gd to subsidize u ’
premiums for newly digible.

. Premium payments,
deductibles, and copayments
for those with family 1ncome
over 100 percent of federal
mverty'lcvcl and not meeting

edicaid criteria.

. Existing loca tgov_emment
contributions £ indigent care.

. Savings from reductions in
publi¢ health programs.

Charity care contributions
from ~ providers.

. New dtate revenues.




C. OVERVIEW OF THE EVALUATION
1. Purpose of the Evaluation

The state reforms represent a major shift in the way health care for the poor is financed and delivered.
Consequently, the demonstrations raise many important policy questions regarding access to care and the
qudity of care provided under managed care arrangements, as well as the structure of the hedth care
delivery system. Furthermore, important lessons can be learned from how these demondtrations are

implemented and financed and the programs ability to control costs and maintain quality.

a. Implementation Evaluation

In our evauation, the analyss of program implementation and organization will document the five
demondgrations as they evolve from initid implementation, through program refinement, to program
maturity. A comprehensive assessment of the implementation, structure, and operations of the
demongtrations will provide ingghts into which aspects of the demondration programs result in successful
reforms. Our evauation will look a program design, organization and implementation, igibility and
enrdlment, financing, qudity, MCOQ and provider contracting, and provider participation and
reimbursement.  Furthermore, we will document how dl of these aspects change over time after initia
implementation. Table 1.4 lists the questions. In Chapter 11, we discuss methodology and data sources for
the andyss of implementation and organization.

Program design and program implementation have required changes in the relationships among state
agencies, as wdl as restructuring of some agencies. Furthermore, the demongtrations have required the
dates to change from managing their Medicaid programs to contracting with and monitoring MCOs,
cregting new responghbilities and new opportunities (such as setting sandards for and monitoring the
MCOs’ performance). As Table 1.4 shows, we will document state agency organizationa linkages and

changes, as well as contractual arrangements between the states and the MCOs.

14
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TABLE 14

ORGANIZATIONAL EVALUATION: RESEARCH QIJESTIONS AND TECHNICAL APPROACH

Research  Issues

Technica Approach to Evauation

How were demonstrations implemented, and how did they change?
What factors helped or hindered implementation? How did state and
loca officials, providers, advocates, and clients feel about the

demonstrations?

What types of organizational linkages developed? How well did these
work?

What data systems are available?

How was the state monitoring quality of care?

Site visit interviews with state officials and other stakeholders (such as industry representatives, advocates,
legidators, health care providers, and local digibility staff) will assess implementation strategies and their
SUCCess.

Continuing monitoring will be conducted to keep abreast of policy changes and problems encountered.

Document review will show implementation plans and organizational linkages.

Focus groups with clients and potential clients will examine their experiences with the system changes and their
perceptions of the demonstration.

Foous groups with providers will evaluate their experience with the demonstration and assess their relationship
with the managed care organizations (MCOs)

What changes were made in eligibility and enrollment systems? How
were these coordinated with programs such as the Specid
Supplemental  Nutrition Program for Women, Infants, and Children
or Maternd and Child Hedlth programs? Were those with special
needs targeted?

Did newly eligible people enroll in demonstration projects?

Did those with high assets join? How did factors such as health
datus, income, assets, and family composition affect enrollment?

What safeguards existed to discourage employers from dropping
insurance? Did these work well?

Did enrollees switch hedlth care providers on voluntary/involuntary

basis? How did this affect their hedth services? How did changes

affect provider payment?

Site visit interviews and review of state documents will be used to examine basic changes in digibility rules and
enrollment systems. Interviews will include local eligibility and provider information staff.

State data (if available) will be examined for trends in enrollment.

Analyses of postimplementation surveys of low-income people will be used to examine the participation of
previoudy and newly eligible people and factors affecting participation.

Trend andyses of CPS/TRIM2 files will be used to examine state-specific changes in insurance levels, including
changes in employer-based insurance.

Focus groups of low-income and disabled people will be used to obtain insights into factors affecting program
participation and program use, including their selection of hedth care providers.

How did states finance the demonstrations? Was funding drawn from
other hedth or welfare programs?
How did actual budgeting compare with planned budgeting'?

Budget documents will be anayzed for planning and actual experience.

Site visit interviews will be conducted with state and local staff, including budget staff and staff of other public
/ health programs.

Other state funding and revenue data (for example, National Association of State Budget Officers data) will be
analyzed.
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TABLE 1.4 (continued)

Research  Issues

Technical

Approach

How did managed care systems respond to the demonstrations? To
what extent were new organizations formed? How did existing
MCOs change service areas or otherwise restructure?

How did the states develop capitated (or other managed care) payment
rates? Were the payment rates adequate? How do they differ from
old rates?

How did MCQs structure their internal operations and payment
mechanisms?

How were specia-needs populations accommodated in managed care
(for example, different systems, risk adjustments. exclusions)?

Document review, done on a comparative basis within and across states, will examine contractua and
organizational relationships, as well as systems for developing, selecting, and monitoring MCQs, Setting
payment rates, and monitoring quality of care.

Site visit interviews will focus on managed care (and other provider issues) a state level, as well as in urban and
rurd hedth care market aress. We will examine key implementation issues and aso interview quality
assurance organizations related to these.

We will review financia data from managed care providers.

We will compare trends in demonstration states to others, using data such as Medicaid managed care enrollment
reports and Group Health Association of America data.

Focus groups with urban, rural, and disabled clients will examine their experiences with and perceptions of the
MCOs.

Focus groups with providers will examine thelr reaction to managed care under the demonstrations.

Was there an adequate level of physician participation. especially by
primary care medical doctors?

Were there enough providers in rural or inner-city areas? Are there
providers of culturaly sensitive services?

Did their volume or pattern of care change due to the demonstrations?

How were providers who traditionaly served the poor (for example,

public or teaching hospitals, Federally Qualified Health Centers,

rurd clinics, or family planning clinics) involved? How did the

demongrations affect their casdoads or finances?

If available, we will review provider participation data to examine changes in physician paticipation by
geographic area (such as by county or zip code).

An optiona dternative for one or more states is a telephone or mall sample survey of physicians to collect more
systematic information on physician participation in the demonstration.

Site visit interviews will be conducted with representatives of provider organizations at state capital level.
Interviews will aso be conducted a urban and rural market levels, including interviews with hospital and
clinic staff physicians, and advocates.

Systems for paying these providers, within or outside of the managed care networks, will be reviewed. Specid
atention will be given to issues of disproportionate-share funding.

Are date-based data (which include procedura manuals,
clamglencounter data, State reports, and managed care data)
adequate for the organizationa or impact evauations?

Do we need to make other adjustments in research plans or consider
dternative modes of data collection?

Case studies will begin assessment of data systems as they relate to encounter data that will later be needed.

Site visit interviews with relevant state and M0 officials will be done to discuss their data sets, procedures for
validation, and availahility.

We will aso collect and assess samples of data and data documentation.

We will work with the state to ensure that we can be on the routine distribution list for reports and important
correspondence.




The Medicaid eligibility process has historically been criticized for delays of weeks or months between
application and enrollment, as well asfor the time, sigma, and effort associated with going to the welfare
office to gpply for Medicaid. We will assess the demondration programs digibility and enrollment
processes in light of the new features intended to improve the process: sreamlined digibility, dropping of
the assets test, and greatly expanded eligibility. We will assess how smoothly the population was enrolled
in managed care and document the process. We aso will assess how the states define and process
Medicad-eigible and demongtration-only-digible program participants. Findly, we will document which
populations are enrolled in managed care and whether the experiences of the disabled, aged, and blind
population (if enrolled) differ from those of other groups.

The states are al hoping to control their costs through these demonstrations; cost control is one of the
main reasons for gpplying for a demongration. To finance the demongrations, some sates have used
Medicaid funds that would have been dlocated if they had implemented a 1902(r)(2) provision through
their sate plan, from their disproportionate-share programs, other state hedth programs, and participant
premiums.® We will examine how states funded their programs and compare demonstration spending with
the projected spending.

Integral to each demonstration is the effort to shift a large part or al of the Medicaid population from
fee-for-service health care coverage into managed care. The States hope to provide a“medica home’ for
their beneficiaries, through use of primary care gatekeepers, thus improving access to and quality of care
and (a the same time) controlling costs. We will document the managed care arrangements in the
demondirations, which range from primary care case management, proposed in the rurd aress of
Oklahoma, to fully capitated managed care through Health Maintenance Organizations (HMOs). We also
will document the capitation payment methods that the states use, the basis for developing the initid rate,

and any rate changes that occur during the demondtration.  We anticipate that the numbers and types of

*Hawaii and Rhode Idand included hypothetical 1902(r)(2) funding in their assumed costs of
Medicaid without the waiver program.
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MCQs may change within states over the course of the demonstration and will document these trends and
the reasons for them. Finaly, we will document a critica aspect of managed care: the development and
maintenance of adequate and effective networks of providers by the MCOs and changes in these networks
over time. Provider payment methods are an integrd part of this assessment, as is whether providers
actualy participate in providing care to demonstration beneficiaries. We aso will assess the impact of the

move to managed care on the safety net providersin each state.

b. Impact Evaluation

By introducing managed care and expanding coverage to previoudy uninsured low-income families,
the demondrations potentidly will affect individuds hedth dsatus and outcomes. Therefore, our
evaluation will measure the effects of managed care and the expansions of coverage on beneficiary access
and satisfaction, and on the quality, number, and types of service used. We dso hope to assess whether
insuring the expanson group improved their hedth status. Table 1.5 outlines the key questions we plan
to evaluate.

By extending coverage under the Medicaid program to the poor and near poor, three of the
demondtrations am to increase access to hedth care for the previoudy uninsured grd[;p. We will assess
the effect of the demondrations on the number of uninsured people in the states and describe the
characteristics of the people who actualy enrolled in the expansion groups. The reliance on managed care
in the demongtrations aso may have implications for access. For the Medicaid-eigible group, the
demondirations may change access locations through use of primary care gatekeepers, we will assess
whether this improves or reduces access to primary and other care. We aso will assess differentia effects
for some of the most vuinerable groups, such as mentaly ill, substance abusing, and disabled people
(when covered by the demonstration).

Similarly, we will assess the impacts of the demonstrations on quality of care provided. Managed care
has the potentid to improve qudity of care through increased provison of preventive services and greater

18
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TABLE I.5

IMPACT EVALUATION: RESEARCH QUESTIONS AND TECHNICAL APPROACH

Questions Illustrative  Measures Data Sources Anaytic Techniques

Managed Care Impacts

Access
What is the impact of managed care on Percentage of beneficiaries with a physician Claims and encounter data Regression-adjusted  difference  between
access to hedth care? visit in the past year Medicaid-eligible participants before and

during the demonstration
What was the effect on access of the use Number of visits to physicians

of primary care gatekeepers?
Number of hospital admissions for
preventable illnesses

Use of preventive services

Continuity of Care

Does managed cae aflect continuity of Percentage of primary care visits to the Claims and encounter data Regresson-adjusted  difference  between
care? same provider Medicaid-eligible participants before and

during the demonstration

Number of emergency room visits for
primary care and management of chronic

conditions
Quality of Care
How did managed care impact on Timing of hospital admissions, hospital Clams and encounter data Regression-adjusted ~ difference  between
quaity of care? readmission  rates Medicaid-eligible participants before and
during the demonstration
Use of preventive services, such as
immunizations, prenatal care, pap Smears,
mammograms
Birth weight and neonatal complications
Satisfaction
Were patients satisfied with care, costs, Overal satisfaction Household  survey Descriptive  anaysis

access under managed care?
Satisfaction with specific aspects of care,
such as provider networks, out-of-pocket
Costs




TABLE 1.5 (continued)

Questions

Illustrative  Measures

Data Sources

Anaytic  Techniques

Utilization

What is the impact of managed care on
utilization ?

Expansion Group Impacts
Access
What is the impact of expanding

Medicaid coverage on access to the
delivery system?

0z

What is the impact of changes in
eligibility procedures on access?

Does participation improve access to
care, cost?

What is the impact on reducing barriers
to access?

Continuity of Care

Does hedth insurance improve
continuity of care?

Number of primary care vists

Number of physician office visits
Number of physician visits to specidists
Number of hospitd admissions
Average length of hospital stay

Number of emergency room vists for
primary  care

Number of preventive care services

Use of preventive services

Hours care open, waiting times, time spent
with provider, access to specialists, hospital
care, out-of-pocket costs of care, efc.

Perceived barriers to enrollment

Travd  time

Out-of-pocket  costs

Reasons for not obtaining care

Changes in usual source of care

Emergency room visits for primary care and
treatment of chronic conditions

Multiple prescriptions by more than one
provider

Clams and encounter data

Household  survey

Household  survey

Regression-adjusted  difference  between
Medicaid eligible participants before and
during the demonstration

Regression-adjusted  difference  between
expansion group and comparison group

Regression-adjusted  difference  between
expansion group and comparison group




TABLE 15 (continued)

Questions

lllustrative  Mcasurcs

Data Sources

Anaytic Techniques

Qudity of Care

Did the use of preventive services
increase under the demonstration?

Did hedth status improve?

Satisfaction

Were members of the expansion group
more satisfied with their hedlth care?

What aspects of care were members of
the expansion group most satistied with?
Utilization

What was the impact of the expansions
on utilization?

1C

Use of preventive services

Rirthweight
Health status

Restricted activity days

Overal satisfaction

Specific measures such as out-of-pocket
costs, covered services, convenience of
location of care, travel time to source of care

Number of preventive services such as
EPSDT and well child visits

Number of physician visits (primary and
Specialty)

Number of emergency room vists for
primary care

Whether admitted to a hospital

Household survey

Household  survey

Household  survey

Regression-adjusted ~ difference  between
expansion group and comparison group

Regresson-adjusted  difference  between
expansion group and comparison group

Regresson-adjusted  difference  between
expansion group and comparison group




continuity of care. However, managed care has some financid incentives to limit the amount of care
provided, and this could have the opposte effect on qudity. We will look for identifiable impacts on
preventable hospitdizations, timing of hospitd admissons, readmissons, use of preventive services,
immunizations, and continuity of care. Impacts on qudity may aso be measurable through consumer
satisfaction, which we will assess.

Our analysis of service use and costs will assess whether managed care and expansion of digibility
achieve the policy objectives of delivering more cost-effective care and encouraging use of preventive and
primary care services. We will estimate use of these services and then develop a summary measure of
health resources saved by the move to managed care. We aso will assess whether there are differential
effects for different types of managed care plans.

Findly, we will estimate what the Medicaid and totad hedth expenditures would have been without
the demonstration. The waivers require the demonstrations to be budget neutral to the federal government,
but each of the states hopes to spend less than it otherwise would have through using managed care. We
will determine the best assumptions for enrollment and cost growth with and without the demongtrations.

This mgor impact evaluation of five demonstration programs depends on a formal design supported
by extensve data collection and analysis. As described in Brown et d. (1995), the evaduation will assess
impacts by making forma comparisons of atrestment group with a comparison group representing “what
would have happened to the treatment group without the demondtration.” To measure the impacts of
managed care, we will compare the experiences of the treatment group of Medicaid-digible participants
during the demonstration with those of Medicaid participants before the demonstration. This andyss will
draw on Medicaid claims data from the earlier period and encounter data generated by the MCQs during
the demonstration. The evauation also will also assess the impacts of the demonstrations on the expansion
group of newly insured individuads. To measure the impacts of the expanson on the treatment group of

newly insured people, we will compare them with near-éligible and digible nonenrolled people. This
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andysis will draw on surveys (to teke place during 1997 and 1998) of newly digible people and

comparable  nonparticipants.

2. Data Collection for the Impact Analysis
The impact evauation depends on two key databases: (1) claims and encounter data from the states,
and (2) household data from a telephone survey that we will conduct. This section briefly reviews issues

in deta collection identified in the first year of the project that could affect the evauation.

a. Claims and Encounter Data Collection

The claims and encounter data will be used to assess the managed care impacts of the demonstrations.
One issue that this report discusses is the difficulties States are experiencing getting their management
information systems into shgpe to monitor managed care. They have had difficulties with thar digibility
systems because of the new information that these systems need to include (MCO identity and enrollment
dates), and there are many unknowns concerning the completeness and accuracy of the encounter data
(provider, MCO, and state ability to produce). By early 1997, we expect to receive 1994 and 1995
encounter data for Tennessee, Hawaii, and Rhode Island. Before we attempt to build andysis files, we will
conduct face validity checks on these data and assess interna consstency.

In addition, Rhode Idand’s data present a unique problem. Rhode Idand had little predemondration
experience with a certified Medicaid Management Information System (it was implemented at the end of
1993, the year before the demonstration was implemented). Thus, in Rhode Idand, the predemonstration
period available for comparison with the demondtration period was that just before the demondtration.
Moreover, for some enrollees the period is very short (no more than 7 months). However, because Rhode
Idand enrolled its demonstration population into managed care over al -year period, we will have afull

year of predemondration clams data for some enrollees enrolled after January 1995. We are just
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beginning our analyss of data in Oklahoma and cannot yet assess how good their data will be.  Since

Maryland's program has not yet begun, we will have to wait to evauate the quality of their data.

b. Survey Data Collection

The andysis of the impacts of the demonstration on the expansion group depends on survey data to
compare an expansion group with a comparison group. The consumer focus group discussons during the
first year have helped to focus the instrument design. The insgrument will cover satisfaction with different
aspects of the MCO and provider, measures of access such astrave time, having a usua source of care
and access to specidigts, and measures of use of preventive services and continuity of care. It will dso
cover prior insurance coverage, current and recent pregnancies, health risk behaviors, and demographics.
We origindly planned to conduct the telephone survey in two waves: one in 1996 and another in 1998.
Because of the lack of expanson groups in Rhode Idand and Oklahoma, we are now rethinking this
desgn. We may conduct only one survey wave in these two gtates; this survey wave could be used to
collect descriptive data of policy interest on enrollees access, satifaction, and service use. A
supplementd survey of disabled enrolleesin TennCare Will aso be conducted to find out more about this
group’s access to care and the characteristics of that care.

The survey ingrument was pretested during 1996, and the first survey wave will be fielded as soon

as OMB Clearance is secured. The survey will include 14,000 families across dl five States.

3. Future Analysis Plans
This section summarizes our evauation plans for the rest of the contract and draws on information

obtained in the firgt 18 months of the project to suggest dight modifications to the evauation design.

a. Implementation Evaluation
This firgt implementation report on the three sates (Tennessee, Hawaii, and Rhode Idand), that
implemented their programs in 1994, describes the demondtrations designs, how they were implemented,
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and the adminidtrative changes that the states have made or planned to improve their programs.” During
1997, we will assess these same issues for Oklahoma (which started its program in 1996) and Maryland
(which will gtart its program in 1997).

For Tennessee, Hawaii, and Rhode Idand, we plan follow-up vidts during 1996. These visits will

include a review of selected topics identified in this report. In dl three states we will look & the following

1SSues:
Changes in the enrollee population and the state's uninsured population due to economic

conditions and policy changes (for example, welfare reform)

. Changes in budget patterns for the projects, including changes in revenue sources or
expenditures and changes made because of budget problems during the first year

. The ga€e's monitoring of the MCOs, especidly qudity improvement/quality assurance
monitoring, and the findings of this monitoring (including the results of specid studies using
medica records, network adequacy studies, and patient satisfaction surveys)

Changes in the capitation rates and in the willingness of MCOs to serve the waiver programs
(more or fewer MCOs)

Changes in the hedlth care market, including closure of magor providers and willingness of
providers to continue participating

Continued impacts of managed care on safety net providers

Ongoing digibility and sysemsissues such as enrollee turnover, plan enrollment, enrollment
of newborns, externd verification of digibility, and coverage during the time between
applying for and recaeiving MCO membership card

. Wdfae reform initiatives

In Tennessee a number of issues deserve specia attention. We will look closdy a TennCare funding
to assess whether the state is able to collect and expend the amounts it budgeted and thus draw down dl

of the gpproved federd funding. Related to the funding issue in Tennessee is the state’ s policy toward the

"Each tate received adraft copy of thisfirst annual report, and had the opportunity to comment on
it.
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expansion group of uninsured people: will it have sufficient funding to reopen the group to new enrollment?
What is the future of this expanson group? Tennessee's new coverage of mentd hedth care for the
sverdy and persgently mentdly ifl and its continuing coverage of the dissbled population dso merit
additiond attention. Therefore, we will aso focus on the implementation of the capitated program for the
population of severdy and perastently mentdly ill members of TennCare (as of July 1, 1996). We aso
will begin a special study of the disabled population, which will include meeting with disability experts and

advocates in the sate and eaborating the processes through which disabled TennCare participants are
enrolled in an MCO, are assigned to primary care gatekeepers, and get access to specidty care.”

In Hawaii, we will review the state's efforts to limit QUEST participation levels to stay within budget.
The gate options include tightening digibility criteria, further increasing premiums, or reducing the benefit
package.

In Rhode Idand, we will be keeping a close watch on the financia viability of the Federally Quadlified
Hedlth Centers in the state. We will also track the state’s attempts to increase enrollment in the expansion
groups. Findly, we will monitor severd policy changes being planned for Rlte Care in the second year
to see if these design modifications work. For example, will MCOs, providers, and advocates be satisfied
with the new procedures for accessng emergency services and nonmedica socia services? Will the
program and eligibility determination process become more respongive to the needs of the non-English-
gpesking population in Rlte Care? Will the new definition of medicd necessty resolve some of the
concerns about limits on mental health services ?

We will report on these implementation studies in the second annud report. That report will aso

include initial impact studies, as discussed next.

‘Thiswork isin the planning Stages.
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b. Impact Evaluation

As described earlier, we will assess two types of demonstration impacts. (1) that of managed care on
the “Medicaid-digible’ groups, and (2) that of the program expansions on the newly covered groups.
These two analyses depend on different data sources. The managed care impact analysis will use Medicaid
clams and encounter data, which we hope to have available during the coming months. The expansion
impact analysis will use survey data, which will not be collected until 1997 and which will not be available
in time to complete the andyss in the second year of the evaluation. Therefore, this part of the impact
andysswill not be included in the next annud report.

During 1997, we plan to conduct an analysis of the impacts of managed care on access, quality, and
sarvice use during the first demondtration year for those states that implemented their programs early
enough for us to have any data (Tennessee, Hawaii, and Rhode Idand). This andysis will compare
outcomes among Medicaid enrollees in the period before the programs began with outcomes among a
comparable group of Medicaid-eligible enrollees in the year after the programs began.  To conduct this
anayss, we will use claims data from the predemonstration period and both claims and encounter data for
the demongtration period. As we discussed in the section on data, our ability to do_this andyss is
contingent on receiving predemondration claims data and demonstration encounter deta of adequate
qudity, which we are il in the process of collecting and assessing.

A quedtion this report has raised is exactly how many uninsured people exist and what thelr
characteristics are. Hawaii appears to have underestimated the number of people eligible for its program.
Tennessee enrolled many people who may not have been eligible but who nevertheless had no insurance.
In contrast, Rhode Island appears to have overestimated the uninsured eligible population. The screening
portion of the household survey we will conduct in 1997 will provide some estimates of the number of
uninsured people and their characterigtics, we plan to present these estimates in the next annua report.

The characterigtics of the demondtrations will lead us to deviate a little from the overal evauation
design (see Brown et a. 1995). Oklahoma has no expansion group but will have two different modes of
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managed care in different parts of the state. Maryland has no expansion group. Rhode Idand has an
expangon group of lessthan 1,000 people, which makes a comparison with a group of nonenrolled but

amilar people very difficult to implement. For these three states, we will focus only on managed care

impacts.

c. Summary of Future Reports

There will be three more annua reports, followed by a final report. Table 1.6 lists the content and

timing of the future evauation reports.

D. ORGANIZATION OF THE REPORT

Chapter 11 describes the methods we used to collect and analyze data on demonstration
implementation in the three states: Rhode Island, Hawaii, and Tennessee. Chapters Il through V look at
demonstration design and implementation in the three states. Chapterslil, IV and V examine the first 12
months of Rhode Idand's and Hawaii’s programs, and the first 18 months of Tennessee's program,
respectively.  These three chapters describe the reasons states applied for their waivers, the process by
which they designed and implemented their waiver programs, details of the design, and problems
encountered and lessons learned, al from the perspectives of the state, providers, consumers, and HCFA.

The states have had many common experiences as well as differences, and Chapter VI synthesizes
dates experiences. The chapter compares and contrasts the design and implementation structure and
process across the three gates. It highlights festures common to dl three states and identifies unique
features (some of which may be replicable, and some of which other states may wish to avoid).

Table 1.7 presents the key technica terms we use throughout the report, with definitions and

abbreviations.
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TABLEI.6

SIIMMARY OF ANALYSES TO BE INCLUDED IN FUTURE EVALUATION REPORTS

Type of Analysis

Second Annual Report

Third Annual Report

Fourth Annual Report

Final Report

Oklahoma and Maryland

Describe design, planning, and initial
implementation

Describe eligibility changes and
enrollment under the waiver

What are the characteristics of new
enrollees?

What are the financing sources?

What types of managed care are
used?

How are MCQs selected and
contracted with?

What are consumer views on quality
of care?

What are provider views on

participating?

Describe procedural, organizational,
and design changes

Describe changes in enrollment and
disenrollment, and trends in the
uninsured

What changes are the MCOs going
through? Did capitation rates
change?

What are the spending trends?

What are the quality improvement
procedures, and how well do they
work?

Is physician participation adequate?

What is happening to safety net
providers?

How did the programs evolve over
time? Why? With what impacts?

What were the overall trendsin
enrollment, and how did they
affect the level of the uninsured?

How did the original budget
estimates correspond with actua
expenditures?

How did the states and MCOs
implement and then modify
managed care? Did services and
quality change?

Did the demonstration program affect
access to services?

Tennessee. Hawaii, and Rhode island

Describe procedural, organizational,
and design changes

Describe changes in enrollment and
disenrollment, and trends in the
uninsured

What changes are the MCQOs going
through? Did capitation rates
change?

What are the spending trends?

What are the quality improvement
procedures, and how well do they
work?

Is physician participation adequate?

What is happening to safety net
providers?

Same as second report, with any new
issues covered

Same as the third report, with new
issues also covered

Same as Maryland and Oklahoma

Assess first and second demonstration ¢

year federd and state Medicaid
costs

Describe tota state-level hedlth care
spending in 1993

Assess Medicaid outlays between
1993 and 1996

Describe out-of-pocket  beneficiary
expenses

Assess Medicaid outlays between
1993and 1997

Describe total state-level hedlth care
spending in 1995

Summarize cost implications of the
demongtrations for 1993 to 1997

Describe out-of pocket expenses

Describe total state-level hedlth care
spending in 1997
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TABLE 1.6 (continued)

Type of Analysis

Third Annual Report

Fourth Annual Report

Final Report

Second Annual Report

All States

No data available.

What were the managed care impacts
on quality of care, access to care,
satisfaction with care, and use of
care (in the first and second year
of the demonstrations)?

What were the impacts of the
program expansions on quality of
care, access to care, satisfaction
with care, use of care, and health

status?

What were the managed care impacts
on quality of care, access to care,
satisfaction with care, and use of
care (in the third year of the
demonstrations)?

Did the demonstration improve
quality of care, access to care,
satisfaction with care, and use of
care?

Managed care impacts in Years 1 to
4

Expansion impacts in Years 2 and 4




TABLE I. 7

GLOSSARY OF COMMON TERMS AND ABBREVIATIONS USED IN THIS REPORT

Section 1115
demonstration

Section 1902(1)(2)

Auto-assgnment

Budget neutraity

Capitated

Carve-out

Federdly Qudified
Hedth Center (FQHC)

Group Model HMO

A research and demongtration project that permits state Medicaid programs
to make numerous changes in program design for a limited period of time.
Similar Section 1115 demonstration projects may aso be developed for
welfare reform.

A Medicaid eligibility option that states may use to modify income or asset
eligibility rules for pregnant women, children, and some other groups.

A process used to assign Medicad enrollees to a managed care
organization when they have not selected a plan on their own or when the
plan they chose is not taking more members.

For Section 1115 demondrations, this term means that the new program
does not require more federd funds than the preexigting program during
the demongtration period, based on a number of budgetary assumptions.
The federal government has established two main types of budget neutraity
rules. (1) aggregate limits, in which totd federd funds are capped a
predetermined dollar levels, and (2) per capita limits, in which federd
payments are capped based on the number of Medicaid enrollees served
before the demonsiration and a basdline rate times a predetermined inflation
factor.

Medica services are paid for based on a set monthly amount per person,
ingtead of on afeefor-service bass. Capitation may occur at a plan or
provider level. If a plan is capitated, then the state makes apredetermined
payment per person for medical sarvices. If a physician or provider is
capitated, then the managed care plan pays him or her a set amount per
person for certain services.

A st of services or patients excluded from a managed care plan.  For
example, a carve-out behaviord-hedth plan means that certain mental-
hedth services are not covered by the main medica plan, but by another
plan specidizing in behaviord-hedth services

A subset of community hedlth centers or Smilar organizations that meet
Federal standards, as set forth in the Public Health Service Act, and receive
enhanced Medicaid payments, based on the actual costs of providing care.

An organized prepaid hedth care sysem that contracts with one
independent group practice to provide heath services (Group Hedlth
Asocigtion of America, 1995).
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TABLE 1.7 (continued)

Hedlth Maintenance
Organization (HMO)

Independent  Practice
Association (IPA)

Managed Care
Organization
(MCO)

Medicaid Management
Information System
(MMIS)

Preferred  Provider
Organization (PPO)

Primary care provider
(PCP)

Reinsurance

Staff Model HMO

An organization that provides comprehensive medica services and that is
paid on a capitated (prepaid) bass. Members must receive care from a
limited panel of heath care providers. HMOs usudly require members to
have a primary care provider.

An organized, prepad hedth care system that contracts directly with
physicians in independent practice, and/or with one or more multispeciaty
group practices (but predominantly organized around solo/single speciaty
practices) to provide heath services (Group Health Association of America
1995).

A general term for insurance plans or HMQs that contract with the state to
provide managed care for Medicad enrollees.

The automated data system used for Medicaid, which includes subsystems
for clams, providers, and digibility records.

In the commercid realm, thisis atype of insurance plan in which members
may receive services for a nomina copayment from a limited ligt of
providers but may aiso get care from providers not on the list by paying
higher copayments or deductibles. In TennCare, this means an
organization that receives a capitated payment and has a limited list of
providers, but primary care gatekeeping is not required. (TennCare PPQs
will convert to HMOs later.)

Also caled a gatekeeper. Thisisthe physician or other provider who has
main responsibility for medica care for a patient. Primary care providers
must gpprove most specidty care, diagnostic testing, or hospitd care for
their patients. Primary care providers are usudly family or generd
prectitioners, internids, or pediatricians (sometimes obgtetricians).
Physcian assigtants and nurse practitioners may aso be primary care
providers.

A secondary level of insurance, used to reduce financid risk for the main
insurer. Typically, a reinsurer pays for patients whose medical expenses
exceed a st levd, (for example, $30,000 to $100,000 per year).

An organized prepaid hedth care system that ddivers health services
through sdaried physician groups that are employed by the HMO unit
(Group Hedth Association of America, 1995).
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[I. METHODOLOGY

The far-reaching changes the demongtrations adopted required mgjor new adminigtrative initiatives
and considerable interagency coordination. The mgor focus of year 1 of the evaluation was to document
and assess specific organizationa and implementation elements and their relative contributions to the
programs effectiveness. We examined the structurd linkages among the parties (dates, managed care
organizations (MCOs), and providers) involved in implementation, as well as adminidrative sysems that
developed under the demonstrations, using case study methodology. In this chapter, we describe in detail
the three main eements of the case study gpproach (Ste vidts, focus groups, and offsite monitoring), as

we | as document review.

A. SITE VISITS

The principal source of information for this report was the first-year site visit interviews, which aimed
a undergtanding issues arising during the initid phase of the demondrations” Following standard case
study methodology, we developed semistructured interview protocols, trained site visit staff, and convened
debriefing meetings after eech ste vist (Nightingde and Rossman 1994).

The firgt-year dte vidts conssted of two separate 1 -week vigts, during which we visted the sate
capita, an urban hedth care market, and a rural heath care market (see Table II. 1). Site vigt teams were
made up of two or three researchers. Rural areas were selected on the basis of advice from state sources,
data about county-level poverty and physician-to-population levels, and data about health care facilities,

such as community hedth centers.

‘Site vidts to examine the two other critical phases of the demondtrations, program refinement and
program maturity, are scheduled for Year 2 and Year 4 of the sudy.
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1. Ste Vist Schedule

Given the varied implementation schedules of the three demondrations, the Ste vidts occurred at
different times relative to when states implemented the reforms (see Table II. 1). For instance, the firgt trip
in Tennessee was made in May 1995, 16 months after TennCare was implemented. The Hawaii and

Rhode Idand site visit teams each made their first trip about 9 months after their respective demonstrations

had started.

2. Key Respondents

The firgt round of Ste vidts focused primarily on the Sate capitd, in which researchers interviewed
arange of individuds representing the mgjor stakeholders in the demondtrations to fully document the
organizationd linkages, contractua arrangements and monitoring processes that developed in each sate.

With some tailoring in each sate, respondents included:

. Medicad/demondration program dtaff

« Program director and/or department director
Managed care staff

- Budget and data andysis saff

- Eligibility staff
Qudity assurance daff

. Other key date staff

- Public hedth officids
Insurance or finance department officials

. State legidators

. Provider organization representatives
« State medical association
- State hospital association

State primary care association
Other specidty associations
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TABLE II. 1

SITE VISIT DATES AND LOCATIONS

Tennessee Hawaii Rhode Idland
May 1995 June 1995 April 1995 May 1995 May 1995 August 1995
Locations Chattanooga; Urban Market Area Honolulu Urban Market Area Cranston; Urban Market
Naghville Memphis Honolulu Providence Area: Providence
Rurd Market Area Rurd Market Area Rurd Market Area
Fayette County West sSde of the Big Southern part of
Island Washington County




. Managed care organizations
- Demondration program directors
- Medical directors
- Enrdiment  deff
Quadlity assurance dteff
. Financial staff

. Advocacy group representatives

The second round of Site vidts concentrated on the implementation process in the urban and rurd
health care case study markets. In Tennessee, researchers met with additional MCOs during the second
stevisit. Typicaly, we met with the following types of stakeholders a thelocd leve in urban and rurd

health care markets:

. Hospitds
- Representative of community hospitasin urban and rurd aress
. Physcdans
Rurd physcians (urban physcians participated in a focus group)
. Community hedth center gaff

Locd digibility and enrollment gaff

B. FOCUS GROUPS

To provide insight into consumers and providers experiences with the programs and the underlying
reasons for their reactions, we held a series of focus groups in each sate. The focus groups were small
in sze, and participants were not randomly sampled.  As aresult, the focus groups do not provide firm
quantitative estimates of the reactions of consumers and physcians, but they do offer important ingghts
into the grass-roots effects of the new demongtration programs.

We conducted four focus groups, three with consumers and one with physcians, in each dae.
Participants in the three consumer focus groups comprised low-income consumers in ‘the urban ares,
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disabled or chronically ill consumersin the urban area, and low-income consumersin therurd area. The

physician focus group included physicians practicing in the urban area.

1. Consumer Focus Groups

The size of focus groups ranged between 6 and 12 individuas. We generdly recruited about 12
participants with assistance from the state Medicaid offices and local clinics or hedth centers, readizing that
some would not attend. About two-thirds of the respondents in the low-income focus groups were enrolled
in the demondration programs. The remaining third were low-income uninsured individuds, who could
provide other perceptions of the program and reasons for nonparticipation.’

An important issue in the shift to managed care is whether the programs are providing sufficient
sarvices to people with extensive medica needs. To explore this issue, we held a focus group with
dissbled or chronicaly ill people enrolled in the demondtrations.  Since the Hawaii and Rhode Idand
inititives did not include serioudy disabled people (that is, those collecting Supplemental Security
Income), we sought individuas with problems such as digbetes, asthma, or mentd illness or parents of
developmentally disabled/delayed children.

We followed a standard approach to conducting focus groups (Krueger 1988). Géﬁérdly, atrained
moderator led the focus group, while the research team observed and took notes. Outside observers were
not alowed to attend. At the beginning of the discussion, a short basdline questionnaire was administered
to gather information on participants demographic characteristics, household compasition, insurance
status, and participation in the demonstration program. The following topics were covered in the ensuing
discusson, which lasted between 60 and 90 minutes. persona background, experience with the

demondtration enrollment system, sdection of managed care plans and providers, rdationships with

*We did not conduct a physician focus group in the rurd area, because of the logitica difficulties
presented in organizing such afocus group. Rather, we interviewed individua doctorsin the rura aress

3In Rhode Idand, dl of the focus group respondents were Rite Care enrollees.
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primary care providers, access to speciaized care, comparisons with Medicaid and private insurance, and

hedth care dternatives.

2. Physician Focus Groups

Our main area of interest was the reaction of “regular” office-based physicians to the new managed
care programs. In selecting focus group participants, we concentrated on primary care physicians who
were participating in the demongtrations through non-staff-model managed care plans. We believe that
physdansin staff-model HMOs have a very different set of experiences and that, because they are often
sdaried, they are less directly affected than office-based doctors by changesin reimbursement practices
We ds0 limited the group to doctors ectively involved in patient care through one or more of the
demondration MCQs. We drew from the following physician specidties: internigts, family and generd
practitioners, obstetrician/gynecologidts, and pediatricians.

In recruiting physicians, we enlisted the help of MCOs participating in the waiver programs as well
asthe local medicd society.* Each non-staff-model MCO and the local medica society were asked to
suggest several physicians on the basis of the guidelines discussed in the preceding paragraph. In addition,
we stressed that we were not interested in identifying the most active or vocal physicians; rather, we
wanted to understand the views of “typica” physicians, We then sdected 12 physicians from those
suggested.

As with the consumer focus groups, the basic approach to the physician focus groups was to convene
afocus group of physicians, amoderator, and research saff. A brief questionnaire was administered to
obtain basic information about the respondents: their speciaty, type of practice, and participation in the
predemonstration Medicaid program and in the demondration program. The following topics were

discussed: professional background; experience with Medicad before the demonstration; experience with

‘In Rhode Island, researchers also selected some physicians from the Rlte Care provider lists, and in
Tennessee, researchers aso recruited physicians with help from loca hospitals.
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managed care; selection of demonstration managed care plans, payment issues; relationships with MCOs;
and changes in patients, patients understanding of managed care, and qudity of care under the

demonstrations.

C. OFF-SITE MONITORING

Off-gte monitoring of the demondrations by the evauation team is an ongoing process. It
supplemented the site visits and focus groups, by allowing us to remain abreast of program operations and
trends. Monitoring involves follow-up telephone interviews on a periodic basis with a key contact person
in each state, as well as with HCFA staff, and review of written sources of information, including quarterly

reports and local newspapers.






I1. RHODE ISLAND'S RITE CARE PROGRAM

In August 1994, Rhode Idand launched a Section 1115 demondiration to move its Medicad
population of pregnant women, children, and other family membersinto afully capitated managed care
program called Rite Care. Rlte Care differed from the other demonstration programs of the same period
in two key respects. Firt, dthough the state hoped to achieve some modest expansionsin enrollment for
pregnant women and children, Rlte Care's primary focus was to improve access to primary care. Second,
Rlte Care sought only to control the rate of growth in Medicaid expenditures, not to achieve considerable

savings.

A. BACKGROUND
Like most New England states, Rhode Island has aways had a relaively generous Medicaid program,
with many optiond services, few limits on utilization, and more generous than average financid criteria
for digibility. However, the following were serious concerns about Rhode Idand’s Medicaid program
prior to the Section 1115 demonstration:
. Seventy-five percent of the state’s Medicaid dollars for Aid to Families with bependent
Children (AFDC)-related families were spent on inpatient hospital care.

. Maedicad physician payment levels were among the lowest in the nation (around $18 per
routine vigit), thus serioudy depressng physcian participation in Medicaid.

. A primary care task force in the state estimated that 50 percent of inner-city residents were
recaiving thar primary care in hospitd emergency rooms.

. Access to specidty care was difficult for the Medicaid population, with some community
hedlth centers reporting a 6-month wait for referras to specidists.

. Many enrollees had language, transportation, cultural, and knowledge barriers to effective
medica care.

. Between 1990 and 1992, Medicaid expenditures for AFDC-related enrollees increased by
4 1 percent, with only about one-third of the increase attributable to enrollment growth.
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The state was also concerned about its growing uninsured population. Rhode Idand experienced an
economic downturn in the early 1990s. The unemployment rate rose from 7.5 percent in 1990 to
125 percent in 1992,

Prior to the demonstration program, the state had already started to focus on expanding coverage for
low-income pregnant women and children in reforming its Medicaid sysem.  1n 1992 the Department of
Hedth @OH) implemented a state-funded program to subsidize maternity costs for women with family
income up to 200 percent of the federa poverty level. Furthermore, the state had received approval from
HCFA for a 1902(r)(2) state plan amendment to extend Medicaid to pregnant women and children up to
age 6 with family income less than 250 percent of the federal poverty level. (Once it became clear that the
Section 1115 demonstration would be approved, however, this amendment was withdrawn.)

In 1993, Rhode Island had four Hedth Maintenance Organizations (HMOs) operating in the state: (1)
HMO Rhode Idand (HMO-RI), a Blue Cross affiliate; (2) Ocean State Physicians Hedth Plan (eventualy
subsumed under United Hedth Care); (3) Harvard Community Hedth Plan (HCHP); and (4) Rilgrim
Hedlth Care. Data for 1992 indicate the state’s HMO penetration rate was about 26 percent, which was
above the U.S. average of 16.1 percent (Group Hedlth Association of America 1993). Thus, indemnity
insurance was the dominant form of coverage in the state hedth market. Consstent ;/vith this pattern,
Medicaid was predominantly fee-for-service. Medicaid participants could voluntarily join HCHP, but
condderably less than ] percent of the Medicaid casdoad was enrolled in HCHP when the waiver
gpplication was submitted.

This chapter reviews and analyzes the first year of Rlte Care experience. It is based primarily on
interviews and focus groups conducted during weeklong Ste vistsin May and August 1995, with more
recent information used when available. We visited Providence, which is the sate’ s capital and its mgjor
urban area (it includes 65 percent of the state's population). For a nonurban Site, we visited whet is caled

“South County,” which is the southeastern part of Washington County in the southwestern part of the state.
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Although it could not be called rura, the South County areais more sparsely populated and has alower
concentration of physicians than the rest of the state. During the dte vidits, we interviewed representetives
from four hospitas, four community health centers, four of the five managed care organizations (MCOs)

paticipating in RIte Care, and severa professiona provider associations and advocacy groups. We dso
interviewed state and loca staff members associated with the Rlte Care effort.  We reviewed numerous
documents provided by these representatives and HCFA staff, as well as two early studies of Rlte Care's

implementation: Rgan et d. (1994) and Nationd Academy for State Health Policy (1994).

B. PROGRAM DESIGN AND IMPLEMENTATION
1. Development of the Design

In November 1992, then-Governor Bruce Sundlun appointed a health care advisory committee to
address growing hedlth care needs in Rhode Idand.  Although there was interest in moving the State to
universal health care coverage, the committee recommended that the state concentrate its initial reforms
intwo areas (1) incrementa expansions of Medicaid digibility for pregnant women and children; and (2)
shifting the Medicaid population into managed care, beginning with families and children. During spring
1993, Rhode Idand's demonstration proposal was developed, with staff from DOH playing a pivota role.
The state also brought in outside consultants (from Peat Marwick), since there were not enough state staff
members with managed care expertise, and the state had a hiring freeze on. The demonstration agpplication
was formaly submitted to HCFA in July 1993 and approved in November 1993.

For the most part, there seems to have been broad endorsement of the Rlte Care demonstration effort.
The move to require mandatory enrollment in managed care seems to have met little resstance, largdy
because HMOs were dready a Sgnificant presence in the state' s private sector hedth care system, and

there did not appear to be any other viable cost-effective aternative for improving access to primary care

for the state's low-income population.
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Nonetheless, there were two areas of controversy during the demonsiration development and pre-
implementation phase that dill have rdevance. Fird, the state was criticized for falling to adequately
involve consumers and community-based organizations in the demonstration development. However, Rlte
Care officids went to congderable effort to reverse this pattern during the planning phase prior to
implementation, as well as during the first year of operations. For example, a decison to phase in
enrollment resulted in part from consumer and community input. A second magjor area of controversy
related to the role of the community health centers in Rlte Care. The state estimated that the 14 community
hedlth centers throughout the state provided primary care to about 23 percent of the Medicaid population,
while the community health centers contended they served 40 percent (Rgjan et d. 1994). With either
estimate, this is a much higher level of participation than in amost any other state. Most people in Rhode
Idand regard the community hedth centers as the date’'s safety net for the uninsured and Medicad
populations. 1t was some time before there was any certainty about exactly how the community hedlth
centers would participate in Rlte Care, however, due to the difficulties of moving from cost-based
Medicaid reimbursement to a capitated sysem. A year after implementation, it is gill unclear how

successful the community hedth center network will be in adjusting to managed care.

2. Key Design Features

We give a brief overview of the design here, with details of the Rite Care program presented in later
sections of this chapter. The mgor objectives of the Rlte Care program are: (1) to expand access to
primary care, (2) to improve the continuity and qudity of care, and (3) to control the rate of growth in
Medicaid expenditures. To achieve these objectives, Rlte Care required that the state’'s Medicaid
population of pregnant women, children, and their parents enroll in managed care, with implementation
to be phased in over a 1 -year period. Unlike the demonstration programs in Hawaii and Tennessee, Rlte
Care sdigibility expansions were modest; the family income threshold for pregnant women and children
under age 6 was raised to 250 percent of the federa poverty level. The demongtration also includes an
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extended 24-month family-planning program for pregnant women who lose Medicaid digibility 60 days

postpartum, and there are some expansions in the benefit package. Only HMOs fully licensed by the state
are dlowed to participate in Rite Care, and there was a competitive bidding process for MCO sdlection.

The MCQs are paid on a fully capitated basis, although a few services (including dental) have been carved
out and are paid on a fee-for-service basis. In addition to capitation payments, thereis a pecia one-time-
only supplementa payment for pregnant women, as well as a $10 per-member, per-month supplemental
payment for Rite Care enrollees who designate a community hedlth center astheir primary care Site.

The MCOs are required to use a gatekeeper model, with each enrollee assigned to one primary care
physcian. It is dso ggnificant that MCO contracts include a maingreaming clause, which requires each
MCO to agree that al of its network providers accept Rlte Care members for treatment. The state offered
reinsurance to al the MCOs, with options for a $25,000 or $50,000 threshold.

For the first year of operation, the Department of Human Services (DHS) and DOH together staffed
the Office of Managed Care (OMC), the new state agency created to implement the Rlte Care program.
Oversight responsibility for OMC was given to an executive committee made up of the directors of DHS,
DOH, and the Department of Administration, as well as a representative from the governor's office. ' The
date dso awarded a management contract (which went to the Birch and Davis Hedth Management
Corporation) to assist OMC in the day-to-day operation of Rlte Care.

Severd study respondents commented on the influence of DOH on Rite Care’ s design and credited
DOH for the program’s emphasis on public hedth objectives (such as reducing infant morbidity and
increasing the use of prenatal care and preventive services). Over the demongtration period, DOH and an
outsde contractor (MCH Evduation, Inc.) will play a mgor role, dong with DHS, in a long-term
evauation of Rite Care. This evauation will focus on the extent to which the program achieves its

objectives for access, quality of care, and cost containment.

‘In summer 1995, it was decided to consolidate the operations of OMC completely under DHS.
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3. Startup

Rlte Care implementation began in August 1994, with the expansion group digible to goply from the
start. The phase-in for current Medicaid enrollees (due for redetermination) began in September 1994.
At the start, four commercid MCQs aready operating in the state were selected to participate in Rlte Care:
(1) HCHP, (2) HMO-RI, (3) Pilgrim, and (4) United. The community hedth centers in Rhode Idand aso
formed their own HMO--the Neighborhood Hedth Plan of Rhode Idand (NHP-RI)--to participate in Rite
Care. However, NHP-RI was not fully on board at the start of Rlte Care sinceits HMO license was not
secured until December 1994.2 As discussed later, the sate tried to andliorate the effect of this delay for
NHP-RI.

Many parties continue to express criticism about Rlte Care’s start date.  Several study respondents
mentioned that the state was not really ready but went ahead anyway because the governor (who was up
for redection but was eventualy defeated in the Democratic primary) wanted Rlte Care implemented
before the November election. To this day, the community health centers believe the late entry of NHP-RI
adversdly affected its expected level of Rite Care enrollment. Finadly, Rhode Idand's Medicad
Management Information System (MMIS) became operationa in December 1993, only 9 months before
Rlte Care began.’ Rlte Care implementation put its own demands on the MMIS, which was ill sruggling
to meet the needs of the existing Medicaid system, particularly with regard to fee-for-service billing and
timely provider rembursement.

Rlte Care had its share of problems in the early months, as one would expect with any large new

program that sgnificantly changes the hedth care sysem. However, the new Republican Governor,

*Licensure of HMOs is a joint process involving both DOH and the Department of Business
Regulation. DOH certifies access, avallability, continuity of care, and qudity of care requirements,
whereas the Department of Business Regulation addresses financia solvency requirements and actudly
issues the license. To its credit, NHP-RI achieved its licensein less than a year after gpplying for it. This
was consderably less time than other HMOs required to obtain alicense in the past.

*Because of its small size, Rhode Idand was for many years the only state without an MMIS system.
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Lincoln Almond (who took office in January 1995), and the legidature remained supportive of the
demondration program. At the end of the first year, both DHS officids and the Children’s Code
Commission from the state legidature undertook broad reviews of Rlte Care's parformance to identify

areas that needed improvement. Several changes were planned; these are discussed later in this chapter.

C. PROGRAM FINANCING

The origind budget esimates for Rlte Care in Rhode Idand’'s waiver agpplication assumed
expenditures of $708 million over 5 years for the Rlte Care program (see Table IIL.1). This budget
assumed that total Medicaid costs, including administration, would be higher under Rlte Care in the first
2 years of the demonstration than they would have been under fee-for-service Medicaid, but that starting
in fiscal year 1996, the cogt of the Rlte Care program would be less than expected under traditional
Medicaid. Asaresult of the lower than expected costsin later years, Rite Care would achieve savings of
$2.4 million over the course of the demonstration. These savings were to be shared by the state and federal
governments at rates of 46.4 and 53.6 percent, respectively.  Although the budget projected that
administrative costs would increase by $8.3 million under the demonstration, this increase would be offset
by savings in medica and transportation costs of $10.7 million. To finance the Rlte Care demonstration,
the state kept the current Medicaid budget intact and appropriated an additional $6.5 million to cover the
program’s expanded population and the administration of Rlte Care. In addition, some DOH funds were
shifted to the Rite Care program.

Unlike Tennesee, Rlte Care's budget neutrality agreement with HCFA was not based on an
aggregate budget spending target. Instead, Rlite Care’s budget neutrality is monitored using a “per-capita’
gpending target. The critica assumptions used to develop the initid budget neutrdity agreement were:

. Per-capita Medicaid expenditures for the Rite Care population would rise at a dower rate

under the demongtration than the per-capita expenditures would have increased for them

under fee-for-service Medicaid (see Table I1t.2 for the expected rates of growth under
managed care versus fee-for-service).
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TABLE I11. |

TOTAL PROGRAM COSTS BY STATE FISCAL YEARS
FEE-FOR-SERVICE AND RITE CARE
(In Thousands of Dallars)

State Fiscal State Fiscal State Fiscal State Fiscal First Three Quarters
Fourth Quarter 1994 Year 1995 Y ear 1996 Year 1997 Y ear 1998 1999

Direct Costs

Exiding feefor-service program $26,320 $114,453 $121,735 $129,684 §1 35,546 $106,225

Rlte Care 26,994 115,277 120,375 125,891 131,588 103,161
Administrative Costs

Exiging  fee-for-service program 3,186 14,018 14,719 15,455 16,228 -12,779

Rlte Care 3,561 15,768 16,319 17,055 17,828 14,154
Total Costs

Existing  fee-for-service program 29,506 128,471 136,454 1145,139 151,774 119,004

Rlte Care 30,555 131,045 136,694 142,946 149,416 117,315
Federal Share (53.6 Percent)

Existing  fee-for-service program 15,815 68,860 73,139 77,795 81,351 63,786

Rlte Care 16.377 70,356 73.314 76,665 80,133 62,997
State Share (46.4 Percent)

Existing ~ fee-for-service program 13,691 59,611 63,315 67,344 70,423 55,218

Rlte Care 14,178 60,689 63,380 66,281 69,283 54,318
Difference

(Existing--Rite Care) -1.049 -2,574 -240 2,193 2,358 1.689

Source: Rlte Care demonstration application.

NOTES Figures are for the Rlte Care population only (Supplemental Security Income and other groups are not included). Total estimated cost savings under Rlte Care for demonstration period
= $2,377,000.



*r

TABLE 111.2

MONTHLY PER-CAPITA EXPENDITURES
1994-1999

Managed Care
Fee-For-Service
Initial
Demonstration Initial  Demonstration Initial Terms and Revised Terms and
Estimates’ Estimates’ Conditions® Conditions’
Monthly Monthly Monthly
Percent Per-Capita Percent Per-Capita Percent Per-Capita Percent
Increase Expenditures Increase Expenditures Increase Expenditures Increase
State Fiscal Year 1 994° $120 $119 $122
State Fiscal Year 1995 6 130 8 126 8 129 6
State Fiscal Y ear 1996 4 137 6 131 6 134 4
State Fiscal Year 1997 4 146 6 136 4 139 4
State Fiscal Year 1998 4 151 4 142 4 145 4
State Fiscal Year 1999 4 157 4 147 4 150 4

SOURCE: Initid per-capita expenditures and inflation rates are from Rlte Care demonstration application. Revised and final per-capita
expenditures and inflation rates are from letter to Debbie Van Hoven at HCFA from Tricia Leddy, Rlte Care Administrator, dated
October  1995.

‘Initial cost estimates and inflation factors used in demonstration application and initial budget.
‘Revised cost estimates and inflation factors under terms and conditions
¢ Fina cost estimates and inflation factors verbaly agreed to by HCFA on October 12, 1995.

9State fiscal years run from July 1 to June 30.
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. Administrative costs and fee-for-service expenditures for retroactive and carved-out services
were excluded from the per-capita caculations.

. Both current Medicaid enrollees and the expansion groups were consdered together in the
baseline cost estimates because the state could have enrolled the vast majority of its expansion
groups under a 1902(r)(2) amendment. *

Using these assumptions, a per-capita spending target was developed for each year of the
demonstration. The yearly targets are the product of the number of actual member months covered under
the demonstration in a given year and the per-capita monthly fee-for-service costs that would have occurred
during that year without the demondration. (These per-capita monthly fee-for-service costs were based
on 1992 per-capita monthly costs for services covered under the plans' capitation rates trended forward
by predetermined inflation factors set out in the terms and conditions of the demondiration. The inflation
factors were developed on the basis of negotiations between HCFA and Rlte Care officias and were
renegotiated in the first year of the demondretion.)

The overdl spending target for the demongtration, on which overal budget neutrdity is based, isthe
sum of the five yearly spending targets. For the demongtration to be considered budget neutral in a given
year, per-capita monthly costs under managed care need to be lower than the per-capita monthly costs
expected to have occurred under fee-for-service without the demonstration. In other words, spending
under Rlte Care must remain below what it would have been if Rlte Care enrollees used fee-for-service.
With this formula, Rhode Idand is only at risk for kegping the level of managed care per-capita costs
asociated with the demondtration under control, not the number of enrollees. The dtate is therefore
protected from changes in AFDC caseloads or economic downturns.

As mentioned previoudy, the assumed rate of inflation that was used to calculate budget neutrdity
was lower under managed care than under fee-for-service. Under subsequent revisions during 1995 to the

terms and conditions of the demonstration, however, the inflation rates under fee-for-service were modified

‘Only the 24-month extended family planning coverage for post-partum women could not have been
covered under 1902(r)(2).
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and are currently the same as those under managed care (see Table 111.2). The inflation rate that was used
to trend 1993 baseline data to 1994 was aso adjusted, however. The adjusment in the predemonstration
cogt inflation factors means that a higher (relative to the initid terms and conditions) per member, per
month cost estimate under fee-for-service will be used in the budget neutrality cost calculations, despite
the lower inflation rates over the course of the demondration.  Nonetheless, with the expected inflation
rates now the same under managed care and fee-for-service, it is no longer clear whether there will be any
cost savings under the Rlte Care program. This is not inconsstent with the state’'s objectives. State
officas have maintained dl aong thet the objectives of the Rlte Care program are to control the rate of
growth in per-capita Medicaid costs and to improve access to care, instead of to achieve per-capita cost
savings.

Table 111.3 presents the gat€'s preliminary cost estimates for the first project year. Under a
conservative approach, it appears that the per member, per month costs were $115, based on the capitation
rates and supplemental payments for FQHCs and pregnant women. Thiswas almost 6 percent less than
the expected $122 per-capita costs estimated for state fiscal year 1995 (the first year of the demonstration)
for feefor-service Medicaid. Therefore it seems that the state has been able to control costs in the first
year. The state had expected costs to be higher under Rlte Care relative to fee-for-service Medicaid in the
first 2 years of the program. The implications of the lower than expected per-capita costs in the first year
are unclear a this point and will be more thoroughly examined. For example, both the age/sex digtribution
of those enrolling in the program and program capitation rates affect per-capitacosts.  In our initid gte
vigts, representatives from dl the MCOs interviewed clamed that the capitation rates were too low,
athough none of them fet comfortable quantifying their views & this stage of the demongtration.
Moreover, the state intends to increase capitation rates in the second contracting period. The lower per
member per month cost ($115) under the first year of the demonstration (compared with the expected
cost)suggests that the capitation rates should be carefully analyzed using enrollment, claim, encounter, and

financid data.
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TABLE I11.3

ESTIMATED RITE CARE
MEDICAL EXPENDITURES FOR PROJECT YEAR
ENDED JULY 31, 1995

Per Member

Per Month Total

Expenditure Expenditures
Type of Member Member Months (in Dallars) (in Dallars)
Male/Female Ages 0 to 1 24,925 $250.49 $6,243,370
Mae/Femae Ages 1 to 5 83,314 53.33 4,443,137
Mae/Femae Ages 6 to 14 89,371 44,74 3,998,479
Mae/Femae Ages 15 to 44 17,395 70.47 1,225,817
Female Ages 15 to 44 124,623 113.81 14,183,359
Mae/Femae Ages 45 to 64 6,317 137.96 871,435
Pregnant WWomen Supplemental 2,078 3,843.34 7,986,469

Payment

Extended Family Planning 500 22.80 11,400
FQHC Supplemental Payments 950,000
Subtotal 345,945° $115.38 $39,913,466
Carved-Out Mental Hedlth 786,526
Denta B 588,346
Retroactive  Fee-For-Sarvice 2,167,592
Medical Care Subtotal $43,455,931
Adminigration 6,663,922
Program Total $50,119,853

Source: Cdculations provided to Lisa Dubay by Birch and Davis Hedth Care Management Corporation
upon request.

FQHC = Federdly Qualified Hedth Center

“These project year expenditures do not include fee-for-service expenses for enrollees before they were
phased-in to Rlte Care.

*The member months for pregnant women and extended family planning beneficiaries are excluded from
the total.
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D. ELIGIBILITY AND ENROLLMENT
1. Eligibility Policy

The Rlte Care program focuses on children and their parents, as well as pregnant women. Aged and
disabled people (including Supplementa Security Income [SSI] children), foster-care children, and any

children or adults who are indtitutiondized are excluded. The demondration alowed four significant
changes in digibility policy:
1. Higher income levels for pregnant women and children under age 6 (referred to as the
expanson groups)
2. Elimination of assats testing (dthough thisis il required to receive AFDC cash assistance)
3. A guaranteed 6 months of digibility for enrolless initidly participating in Rlte Care
4. An extended family-planning program for pregnant women who lose digibility 60 days
postpartum.
The income levds for digibility are 250 percent of the federal poverty leve for pregnant women and
children under age 6, 100 percent for children born after September 30, 1983, and 72 percent of the federa
poverty level for families and other children (the state's medically needy level).>® Three months retroactive
coverage (to cover any medical expenses that may have occurred prior to applicati on; continues for al

enrollees who need it, if they can demonstrate that they would have been eligible then if they had applied.

‘People with income above the medicaly needy level who must spend down to achieve Medicad
igibility are not enrolled in Rlte Care; they qudify for coverage under the fee-for-service provisons.

®Although not a part of the demonstration or Medicaid, state funding covers pregnant women with
income below 350 percent who are indligible for Rite Care (such as certain groups of diens), aswell as
dl pregnant women with incomes from 250 to 350 percent of the federal poverty level. In addition, Rite
Care hedth plans are required to make coverage available to four other groups. (1) older siblings (ages 6
to 18) of children enrdlled in Rlte Care with family income less than 250 percent of the federd poverty
leve, (2) aconverson group of people who have logt their digibility for Rlte Care, (3) uninsured children
under age 6 with family income more than 250 percent of the federd poverty leve, and (4) pregnant
women with income more than 350 percent of the federd poverty level. Nether federd nor state funds
are involved with these four groups. These individuals are required to pay their own premiums and are
not considered to be part of the Rlte Care program.
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After digibility is determined, fee-for-service Medicaid is used until enrollees receive confirmation that
they have been enrolled in a Rlte Care MCO (this would not be expected to take more than a few weeks),
aswell asfor any retroactive coverage period. Enrollees in the expansion groups are required to Sign a
statement indicating that, within the past year, they have not refused or canceled insurance that would have
cost less than $150/month per individua or $300/month per family.

Rite Care imposed cost-sharing requirements on the expansion group enrollees. They have the choice
of paying monthly premiums or point-of-service copayments. The monthly premiums vary by the age of
the enrollee and the selected MCO’s capitation rate. Although the premiums are low (for example, about
$3/month for a pregnant woman age 15 to 44 and $7/month for an infant under age 1), few enroliees have
elected the premium option. The copayments include $5 for al ambulatory care encounters (except for
prenatal and preventive visits), a $15 copayment on ambulatory surgical procedures, a $25 copayment for
each hospital admission, a $2 copayment per prescription, and a $3 5 copayment for nonemergency use of
emergency trangportation.  Although there were initid plans for a $25 copayment for unauthorized and
inappropriate use of the emergency room, this was eliminated early on a HCFA's insistence. The MCQs

have complete respongibility for premium and copayment collection.

2. Eligibility Operations

Changes dso occurred in Medicaid eigibility operations with Rlte Care. A new group of 17 Rite
Care workers was added statewide. Their responsibilities were to conduct intake interviews for applicants
to the expansion group and to provide nonbiased enrollment counseling to the expansion group members,
aswdl asto Medicad-digible enrollees (after their Medicaid redeterminations had been completed). In
addition, DOH set up a Rlte Care toll-free information line to provide information about Rlte Care and how

toapply. At thetime of the Ste visit, saven telephone operators (two of whom were multilingud) staffed

the information line 7 hours aday, 5 days a week.
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Asin the padt, dl routine Medicaid digibility determinations and redeterminations are done by staff
at locd offices of DHS. The Rlte Care workers responsible for digibility determination for the expansion
groups are also located in these offices. Although everyone is encouraged to apply in person, any applicant
can apply to Rlte Care by mail.

There was no change in the certification period. AFDC cash assistance recipients are redetermined
every 6 months. All other Rite Care enrollees (including the expansion groups) are redetermined annually.

There are no recertification requirements for the 24-month extended family-planning benefit.

3. Enrollment Operations

All Medicaid-ligible participants up for redeterminations, as well as any new expanson digibles,
were strongly encouraged to come into the local DHS district offices for face-to-face, nonbiased enrollment
counsding before they enrolled in Rite Care. This counseling takes place in both group and individud
sessons. Generdly, a Rlte Care worker is responsible for explaining the managed care concept and
introducing the five HMOs available. In addition, avideo (in both English and Spanish) that provides an
introduction to the Rlte Care program is avallable. Two MCOs defrayed the costs of developing this video
in response to concerns that Rite Care workers were not adequately explaining managed care and MCO
section under Rite Care. It isup to the Rlte Care worker whether or not to use the:/i deo. It seemsto
be routindy used in the larger offices, where group counsdling sessons are more common. Individua
counsdling sessions are more common in the smadler offices.  Participants are encouraged to complete a
plan enroliment form at the time of the counseling session, if possible. Rlte Care workers have up-to-date
directories available of physicians, hospitals, pharmacies, and specialists associated with each plan to help
families make their sdections. Applicants are encouraged to indicate their preferences for primary care
providers on the enrollment forms.” The forms can dso be taken home and submitted later. Although

there was supposedly an initid requirement that a plan be sdected within 14 days of the counsding

"RIte Care requires that the entire family unit seect one hedth plan, dthough each enrollee can
designate a separate primary care physician within the plan,
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session, enrollees were given a much longer period of time in which to make a decision if needed. HCFA
has since informed the state that enrollees must be dlowed a minimum of 30 daysto sdect aplan. Plans
are prohibited from any direct marketing, but providers are permitted to post 9gns in their offices
indicating the plans in which they participate.”

Although encouraged, face-to-face enrollment counsdling is not a program requirement for any Rlite
Care participants. Instead, a mail-m enrollment form can be submitted. Enrollees are supposed to return
the marl-in enrollment form within 30 days.

For people who do not select a health plan, Rlte Care automatically assigns them. By early 1995, only
two plans (United and NHP-RI) had the capacity to accept new members. Generdly, the plit is
60 percent to United and 40 percent to NHP-RI. This assgnment is based on an agorithm designed to
favor MCOs with less expensive capitation rates. As of February 1996, 6.5 percent of Rlte Care enrollees
hed been auto-assigned (that is, they did not select their MCOs).  Appeal procedures exist for enrollees
disstisfied with the plan to which they are auto-assigned.

In 1995, Rlte Care had a staggered open enrollment process, alowing those who had been enrolled
in the program for one year the opportunity to change plans. The first open enrollment period occurred
between August 15 and September 15, 1995, for those enrollees who had been in Rlte Eare for a year at
that point. Of the 20,000 families who participated in the first wave of open enrollment, fewer than
5 percent elected to change plans. Open enroliment continued through 1995 as enrollees completed a year
of enrollment with Rlte Care. 1n 1996, Rite Care will have afixed open enrollment period for the totdl
population, from August 15, 1996, to September 15, 1996, with an effective date of October 1, 1996. Plan

switches are also allowed at any time if recipients can show evidence of poor-quality care, lack of access

‘There have been some complaints that larger plans such as United and HMO-RI have an unfair
advantage because they are able to undertake extensve generd marketing in the state.,
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to necessary specidty services or transportation, discrimingtion, or other good cause. As of

November 1995, about 3 percent of enrollees had requested changes under these provisions.

4. Enrolment Trends

Rhode Idland’s demonstration application estimated that monthly enrollment in RIte Care would reach
gpproximately 75,000 children and adults in the first year of operation. Of these, 65,000 (23,000 adults
and 42,000 children) would qualify under existing rules, while an additional 10,000 would qualify under
the expansion groups (9,000 children and 1,000 pregnant women). As Table 111.4 shows, 70,020
participants were enrolled in Rlte Care as of November 1995. Of these, only 1,030 were reported for the
expanson groups, of which 316 were pregnant women. An additional 741 postpartum women were
enrolled in the extended family-planning program. Thus, Rlte Care has fdlen consderably short with
regard to its expanson group enrollment and somewhat exceeded its expected enrollment for those
qualifying under the old rules. Rhode Idand uses a highly automated digibility determination system, and
this system assigns new enrollees to the Medicaid-€ligible or expansion groups. This automation increases
the probability that such assgnments are done accurately.

Mogt study respondents believe that the initid estimates of the potentialy ‘eligible expansion
population were flawed and that the state has reached most of those who could qualify. Some  respondents,

however, believe the state has falen short in its outreach efforts.

5. Eligibility Changes for Year 2
Severd digibility changes are planned for Year 2. In summer 1995, the state legidature voted to
increase the age limit for expansion children to those less than 8 (instead of 6) years of age. Since it took

some time for HCFA to gpprove this change, some children who became 6 years old “aged out” of the
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TABLE 1U.4

NUMBER OF ENROLLEES IN RITE CARE,

NOVEMBER 1995

Medicaid Children

Medicaid Adults

Expansion Group Children
Expansion Group Pregnant Women
Extended Family-Planning Women
Totd

44,632
23,617
714
316
741
70.020

SOURCE:  RlIte Care program Stetistics.

“Egtimated enrollment distribution between children and adults.
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program after Year 1.° This was upsgtting, since the legidaure thought it had moved quickly enough to
prevent such an occurrence. Asareault, the state will be requesting an additiond waiver amendment to
expand Rite Care to dl children through age 17, as resources permit. Although implementation is not
expected immediately, Rite Care hopes to phase in this scope of coverage.  With this amendment, the
program in future years will not again have to face children “aging out” of the program unnecessarily.  In
addition, the outstationing of Rite Care workers will be increased, particularly at the community heslth
centers, to ensure that every attempt is made to enroll uninsured people in Medicaid, with an emphasis on
the expansion groups.

Pans for the second year aso include the development of an ongoing consumer education program
to address concerns that enrollees still have much to learn about their responsibilities under managed care.
Anocther change is that OMC has made a commitment to ingtitute enhancements to the computer systems
that the digibility workers use. There have been many complaints from staff members about their lack of
access to MMIS screens that provide current enrollment status information. In Providence, for example,
only supervisors can obtain information from the MMI S about the MCQ enrollment satus of Rite Care
participants.  Without direct access to this information, Rlte Care workers are not able to fully inform
demondration participants about when their MCO enrollment tekes effect. There will dso be
improvements in the process for enrolling newborns into Rite Care on the MMIS. The procedures for
newborn enrollment have been poorly specified and inefficient.

Finally, severa steps will be taken to improve the accessibility of Rlte Care to Hispanic and other non-
English-spesking population groups.  In the Providence area in particular, there are many Rite Care
enrollees who are not English-spesking and/or who have different culturd backgrounds from most

enrolless. Initidly, Rlte Care was criticized for not adequately addressing the needs of these groups. In

’HCFA approved an amendment to Rlte Care on February 19, 1996, to extend coverage to children
less than 8 years of age with family incomes of less than 250 percent of the federa poverty leve.
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response to consumer complaints, the MCQOs are being actively monitored to ensure they are meeting
contract requirements regarding non-English-speaking enrollees.” There aready has been progress, with
membership materials developed for the following languages: Spanish, Cambodian, Laotian, Portuguese,

Hmong, and French.

E. SERVICE COVERAGE

The Rlte Care benefit package is comprehensive and includes most of the optional services available
under Medicaid. In thefirst year of operations, there were some limits on menta health and substance
abuse benefits, including 20 individua or group therapy vidts for menta hedth per year, 20 substance
abuse thergpy vidts, and 15 inpatient hospital days.” In-plan menta health benefits had to be provided
only to the extent that MCOs bdieved they were medicaly necessary, and the MCOs varied as to the
number of initid mental hedth benefits that they adlowed enrollees before further authorizations were
required. Some mental health services were covered but were carved-out of the Rlte Care benefit package,
including treetment beyond the in-plan limits on a fee-for-service basis if authorized by the ate.  Adults
and children with serious menta hedth problems could have their mental heslth treatment entirely outsde
the capitation rate if they were approved by the state.  Although there were no limits on eye care for
children, adults were limited to one exam and one pan of glasses, if needed, in a 2-year period. Dentd care
was aso a carved-out service and continued to be reimbursed on a fee-for-service basis. Other  carved-out
services included methadone maintenance and outpatient methadone detoxification, resdentia trestment

sarvices, and early intervention services for children at risk.

‘We Care policy requires each MCO to make its membership materias available in a language other
than English, if more than 50 of its members speak that language. Interpreter services are required if more
than 100 enrollees, or 10 percent of the plan's Rlte Care membership, speak a language other than English
as afirg language.

“This annud limit for inpatient days was combined for menta hedth and substance abuse,
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There were additions to the Medicaid service package with the move to Rlte Care. Probably most
sgnificant was the comprehensive package of family-planning benefits for 2 years to women who would
otherwise become ineligible for Medicaid 60 days postpartum.”? Some enhanced services were added with
Rite Care, including nonemergency transportation, interpreter services, childbirth education, parenting
education, nutritiona counseling, and smoking cessation classes. ** Findly, as part of the origind plan for
Rlte Care, DOH was supposed to establish a network of neighborhood-based support teams to assist
MCOs in addressng the nonmedicad problems and socid needs of Rlte Care enrollees. ‘(These
neighborhood support teams were not implemented in the first year, however, because of concerns that
they might duplicate targeted case management benefits provided by the MCOs.)

In addition to these important benefit package changes, Rlte Care imposed a specific set of service

standards on the hedth plans. These standards include the following:

Coverage must be available 24 hours a day, 7 days a week.

A primary care physician whose office is located within 20 minutes driving time of the
member’ s resdence must be availlable to every member.

Service must be available within 30 days for treatment of a nonemergency, nonurgent medical
problem. "

Services for urgent medica problems must be available within 24 hours.

The 24 hours aday/7 days aweek standard was particularly difficult for some of the community health
centers that did not provide this level of accessibility before. All of them seemed to agree, however, that

this was a desirable improvement in the service package for Medicaid enrollees.

2The family-planning services include an annua physica exam and contraceptive medicd vists,
family-planning education and counsding, laboratory services ordered a family-planning vists, and
pharmacy services (including medications and birth control methods) ordered at a family-planning vist.

PWith Rlte Care, the state began a public bus voucher system to assist Medicaid enrollees. These
bus passes, called RIPTA passes, are issued for a 2-month period and are not restricted to medical use.
Funding for the RIPTA passesis included in the capitation rates.
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Some concemns developed over time with the Rlte Care benefit package. Three frequently mentioned

problen areas were

1L Emergency Care. One impetus for the move to Rlte Care was that many Medicaid enrollees
were accustomed to receiving their care in hospital emergency rooms. However, consumers
and providers have found it difficult to change this pattern. The Stuation was made worse
by prolonged confusion over Rlte Care's policies concerning emergency room care. At fird,
the state and HCFA disagreed about whether the state could impose copayment obligations
for al enrollees who used emergency care ingppropriately. However, HCFA made it clear
that no copayment obligations could be imposed on categorically needy enrollees. Eventudly,
everyone agreed that copayment obligations for unauthorized emergency room use would not
be imposed on any Rlite Care enrollees. Confusion continued, however, over what the prior
approva procedures were that consumers, hospitals, and MCOs were supposed to follow.
As aresult, concern developed that some Rlte Care enrollees were afraid to use emergency
room services, even when appropriate.

2. Mental Health Benefits. Providers and enrollees have been frustrated with menta hedlth
coverage under Rlte Care. One of the most troubling areas has been Rlte Care's relationship
with Rhode Idand's child wefare agency, the Department of Children, Y outh, and Families
(DCYF). Prior to the waiver program, DCY F was accustomed to using Medicaid financing
and a select provider group to undertake court-ordered assessments of children for whom
there were alegations of abuse and neglect. With the trangtion to Rlte Care, it became a
“gray” area as to whether or not these assessment services were part of the capitated package
of benefits. Furthermore, many providers used by DCYF were not in the provider networks
established by the five MCOs. As a result, DCY F experienced problems getting Medicaid
to pay for services that it used to cover. Even when an MCO agreed to cover needed
assessment services, DCY F was not able to use the providers it preferred.  Other mentdl
hedth issues induded the arbitrary limits set by the MCQs on initid vidts, the application
process for both children and adults with serious menta illness (who become eligible for fee-
for-sarvice mental hedlth benefits), redrictive gaff credentiahng by the MCOs (which
excluded some of the few multilingua menta hedlth providers in the gate), and dlowable
charges by menta hedth staff to the MCOs (for example, time spent in court to testify in
cases involving assessment evauations).

3 Nonmedical Services. Because a decison was made not to implement the plan for
neighborhood support teams, most MCOs had to quickly set up their own referrd networks
for nonmedica socid services. During the first year, many providers reported being
overwhelmed by the level of needs and are frudtrated that the Sate did not come through as
promised in providing assstance.

Asaresult of these problems, the service package will be modified in the second year. OMC’s in-

house review indicated that many firs-year service-related problemsin Rlte Care were caused because
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the state had not developed a meaningful definition of medical necessity to use with providers. The state's
new definition will be:

Medicaly necessary services are defined as medicad, surgica or other services required for the

prevention, diagnoss, cure or trestment of a hedth-related condition including such services

necessary to prevent a detrimental changein either medica or mentd hedth status. Medicaly

necessary services must be provided in the most cost effective and appropriate setting and shall

not be provided soldly for the convenience of the member or service provider.
As areault of this change, the state will be dropping its limits on care for menta hedth and substance
abuse treatment, Planswill be expected to use the medica necessity criteria as a utilization management
tool, ingead of following atificid limits. However, there will be a stop-loss provision under which the
date will reimburse MCOs for some benefits exceeding specified limits. 1

Anocther change planned for Year 2 involves emergency services. Rlte Care will require that hedlth
plans pay for a medicd screening examinaion in an emergency room or freestanding emergency care
facility to determine whether an emergency exists. Furthermore, consumers will no longer be required to
telephone the MCO (or thelr primary care case manager) for approval before they seek emergency room
cae. They will not be required to pay for the cost of the medica screening exar.n.i nation or for any
subsequent treatment of any emergency medica condition. However, any subsequent trestment for a
nonemergency condition will require hedth care plan gpprova (in atimely manner). If this agpprovd is
given, consumers will not be held financidly responsible for the trestment.  If gpprovad is not given,
consumers will be informed that they will be charged in full for the service before it is provided. This

revised policy should effectively address consumer and provider concerns about emergency room care.

"Under the stop-loss provision, the state will reimburse MCQs for the following expenses: mentd
hedth-inpatient care of more than 30 days, substance abuse rehabilitation inpatient care of more than
30 days, mental health outpatient care of more than 30 visits, substance abuse outpatient care of more than
30 vidts, and long-term care in an intermediate or skilled facility in excess of 30 days. Reimbursement
will be a 90 percent of the current approved state Medicaid rate or 90 percent of the actua cost to the plan,
whichever isless
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It should ensure that consumers will not be scared away from seeking trestment when a potentia
emergency exids. On the other hand, it will permit the Rite Care program to continue its policy of
discouraging emergency room use for nonemergency Services.

In addition, a new nonmedical service will be added to the Rlte Care package available from each
MCO. The new contracts are expected to require that al MCOs contract with a network of socia service
providers. These networks will be responsible for providing the following nonmedical services (as needed)
to Rite Care enrollees: risk assessment, development of a plan of care, service coordination and referral,
and followup and monitoring. (In effect, these networks will provide the services that the origind plan
cdled for neighborhood support teams to provide.)) This is a new direction for HMOs, and it will be
interesting to follow up and see if this gpproach is effective in heping Rite Care consumers find help for
their nonmedica service needs.

Some additional services will be carved out of the capitation benefit package, including severa
DCY F-ordered services (such as sexua abuse evauations) and adolescent residential substance abuse
treatment. Severd previoudy carved-out services will be changed to in-plan during the second year,
including methadone maintenance, outpatient methadone detoxification and collateral visits, and long-term
care (in excess of 30 days). In the first year, consumers were alowed to self-refer to in-plan providers for
mental health and substance abuse services. In the second year, this provision will be expanded to include
annud gynecologica vists, diagnoss and treatment of sexually transmitted diseases, and family-planning
Services.

Findly, MCOs will be permitted to ease their credentiaing requirements (on an experimenta basis)
to increase the availability of multilingua providers.  With the trangtion to Rite Care, severa Spanish-
speaking mental health providers who used to participate in Medicaid no longer qualified under the MCQ
provider credentialing requirements, this reduced access, when the overdl intent of Rlte Care was to

expand it.
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F. MANAGED CARE PLANS AND CONTRACTING
This section first describes the characteristics of the MCQs in Rlte Care.  Next it discusses them in

the context of prior managed care. Findly, it discusses the contracting process and the state’ s role.

1. Summay of MCOs

Five MCOs--HCHP, HMO-RI, NHP-RI, Rilgrim, and United--were awarded contracts to provide
acute-care services to Rlte Care enrollees. Table IS, which illustrates the plan characteristics, shows that
there is a mix of nonprofit and for-profit MCQs participating in Rlte Care.  All of the plans except NHP-RI
and United limited enrollment, thus making NHP-RI and United the MCOs with the largest number of Rlite
Care members. Competition between these two plans appears to be significant. HCHP isthe only mixed-
modd HMO, offering staff-model, group practice, and physician network products. Most Rlte Care
members are served by HCHP’s staff-mode products. Findly, NHP-RI is a community hedlth center-
based plan offering primary care services through hedlth centers and referras to specididts through its
network.

The following are key characteristics of each MCO: "

« HCHP isthe only mixed-modd MCO involved in Rite Care and the only MCO that had a
contract to serve Medicaid patients prior to RIte Care.  HCHP limited its enrollment to 7,000

Rlite Care members and set other limits by ste. Mogt of its RIte Care members are enrolled
In its Providence Center Site.

HMO-RI is a fully owned subsidiary of Blue Cross/Blue Shield. During the bidding process,
it limited enroliment to 15,000 Rlte Care members. Dissetisfied with the final capitation rates
offered by the state, it further limited enrollment to 5,000 RIte Care members but later raised
the limit to 7,500.

« NHP-RI is a for-profit corporation owned by 14 community health centers in Rhode Island.
NHP-RI has a management contract with NHP-New England. In addition, NHP-New
England helped NHP-RI finance some of the capitd Rlte Care required for each MCOQ
participating in the demongration. NHP-RI was not licensed until December 1994 and has

SPilgrim Health Plan is not described because it is the MCO with the most limited enrollment of Rlte
Care members, and it recently merged with HCHP.
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TABLE I11.5

RITE CARE DEMONSTRATION Cl IARACTERISTICS OF
MANAGED CARE PLANS

Rlte Care Membars as | Commerdd Lives

Pan Plan Type Enrollment Caps FQHC Contracts of November 29, 1995 Insured
Harvard Community Hedth Nonprofit 7,000, contract limits No 4,457 90,000
Plan of New England (HCHP) | Staff and group model by stelcenter (6.4 percent)
Hedth Maintenance Nonprofit 7,500 Yes 8,100 unknown
Organization Rhode Idand 100 percent owned by Blue ( 11.6 percent)
(HMO-RI) Cross/Blue Shidd
IPA modd
Neighborhood Health Plan of | For profit Unlimited Yes 20,834 0
Rhode Idand (NHP-RI) | ledth-center based (29.7 percent)
Serves only Rlte Care
Pilgrim Hedth Plan For profit 1,250 No 918 Unknown
IPA Modd (1.3 percent)
United Hedth Plans of New For profit Unlimited Yes 35,711 200,000
England IPA modd (51 percent)

Wholly owned subsidiary of
United Hedth Care
Corporetion

‘Percentage of RlIte Care members

FQHC = Federdly Qudified Hedth Center; IPA = Independent Practice Association



the second-largest enroliment of Rlte Care members, serving amost 30 percent of Rlte Care
enrollees.

. United is afor-profit, fully owned subsidiary of the Minnegpolis-based United Hedlth Care
Corporation. It currently insures 50 percent of al Rlte Care enrollees and has the largest
commercid managed care market share in Rhode Idand.

2. Managed Care Market for Medicaid

Despite the higher than average level of HMO penetration in the state, the implementation of the Rite
Care program represented an important departure for the Medicaid program in Rhode Idand from a
traditional fee-for-service rembursement system to one in which the state purchases insurance from
MCOs. Prior to Rlte Care, the state had contracted with one federaly qualified 1-IMO to provide health
services to Medicaid recipients on a prepaid basis. Since 1972, HCHP contracted with the state to provide
medica care on a prepaid basis to AFDC recipients who voluntarily enrolled in HCHP.'* Medicaid
enrollment in HCHP peaked, with gpproximately 2,200 members, just prior to implementation of Rlte
Care.

Under the RlIte Care demondiration, the state contracts with MCOs to provide acute care using a
primary care gatekeeper mode, for which MCOs are paid on a capitated bass. Uncjer the gatekeeper
mode, each Rlte Care member is assgned aprimary care provider.'” In addition to being the member’s
main physician, a primary care provider is required to make referrals for speciaty care and other medically
necessary services, maintain a current medical record for the member, and adhere to the Early Periodic
Screening, Diagnosis, and Treatment (EPSDT) periodicity schedule of well-child vidts and immunizations

for enrollees under age 21.

"“In later years, medicaly needy family groups and foster children were aso alowed to enroll in
HCHP.

"Primary care physicians can be family or generd practitioners, pediatricians, obstetricians and
gynecologids, or internigts. In addition, primary care teams (at teaching facilities) or primary care Stes
(Federdly Qudified Hedth Centers or rurd hedth clinics) can be included in a MCO’s network, but a
“lead physician” responsible for managing a member's care must be assigned to each Rlte Care member.
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With Rite Care came two important changes in the overall managed care environment. First, NHP-RJ
(the community hedlth center-based MCO) was formed in response to the demongtration; at this point, it
serves only Rlte Care members. Second, only two of the preexisting MCOs had a primary care gatekeeper
product available in the commercia market; consequently, two MCOs had to devel op these products to
patticipate in the demondtration. One of these MCOs isin the process of receiving approva to offer this

new product commercidly.

3. Rlte Care Contracting Process and Policy Management
a. Bidding

For the first contracting period, the state invited MCOs to kid on contracts to serve the Rlte Care
population. '® In August 1993, the state released a data book to MCOQs interested in Rlte Care that included
information on utilization and expenditures under the current Medicaid program. A pre-request-for-
proposal (RFP) document was released in September 1993. The state conducted Site visits with MCOs
that hed filed letters of interest in participating in Rlte Care as aresult of the pre-RFP document, These
vidits were consdered a readiness review and were a precondition of participating in the competitive
bidding process.

MCO paticipation in Rlte Care was limited to organizations that were licensed in Rhode Idand as
HMOs, dthough the state also opened the bidding to organizations that had begun the licensure process
and were actively seeking licensure. However, MCQs in the latter category were not alowed to enroll
Rlte Care members prior to receiving licensure

The actua RFP for MCQs was developed under contract by Peat Mat-wick in conjunction with state
officials and was issued in December 1993. MCOs were required to respond by the end of January 1994.

Plans were required to provide bids for eight age and sex cohorts: (1) infants, (2) children ages 1 to 5, (3)

"®The initid contracting period was for 1 year. However, the state extended the first contract by 6
months.
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children ages 6 to 14, (4) maes ages 15 to 44, (5) females ages 15 to 44, (6) adults age 45 and older, (7)
pregnant women in the expanson group, and (8) expanson group femaes digible only for extended

family-planning benefits.

b. Negotiations

Seven hedth plans-HCHP, HMO-RI, Managed Care Administrators, NHP-RI, Pilgrim, United, and
U.S. Hedthcare--submitted bids. MCO capitation rate bids were compared with rate ranges devel oped
for Rlte Care by Mercer, the state's actuarial consultant. The rate ranges were developed around the costs
associated with providing servicesincluded in the capitated rate for each age/sex cohort and were based
on the cost experience of the Medicaid program from 1990 through 1992 for the AFDC-related
populations. Bids by Managed Care Administrators and U.S. Heathcare were rejected because Managed
Care Adminigrators did not meet minimum scoring requirements and U.S. Hedthcare's bid was
incomplete.  Of the MCOs that were consdered, few of their initia bids were within the state' s range.
After two rounds of negotiations, only NHP-RI and Pilgrim had accepted the state’s fina offer. Moreover,
Filgrim limited enroliment to 1,000 members, and NHP-RI only accepted the dtate's offer with the
gudification that the gtate would bring payments to community hedth centers up to full cost-
reimbursement levels.

With only two MCOs willing to paticipate, the stat€'s purchasing officer consulted with HCHP,
HMO-RI, and United (the three other MCOs that were acceptable to the state but did not accept the state's
find offer) and determined that their central concerns involved the risk associated with the number of
pregnant women who would enroll in their plans and the overdl payment rates for pregnant women. To
address MCO concerns, the state redesigned the payment scheme for pregnant women. The costs of
prenatal care and delivery for al pregnant women with incomes below 185 percent of the federa poverty

level were removed from the capitated rate for females ages 15 to 44, and a special supplemental payment

69



rate for dl pregnant women was created.’* Under the revised system, MCQs would receive the regular
capitation rates for females ages 15 to 44 (including pregnant women) beginning with enrollment. The
specia supplemental payment would be made after delivery for each pregnant woman. This dlayed MCO
fears that they would be underpaid for ddiveries and that they would be at risk if a disproportionate
number of pregnant women enrolled in their plan. With this change, HCHP, HMO-RI, NHP-RI, Rilgrim,
and United agreed to contract with the state to serve Rlite Care patients. Contracts were awarded in
March 1994. Table 111.6 shows the first-year monthly capitated rates for each plan by age/sex cohort, as
well as the supplementa payment rate for pregnant women after ddivery.

At the beginning of the demonstration in August 1994, NHP-RI had not yet received HMO licensure
from the state. NHP-RI argued to have the demondtration delayed until its licensure was approved.
Instead, the demonstration went forward, and people digible for Rlte Care wishing to enroll in NHP-RI
were alowed to remain in fee-for-service Medicaid until NHP-RI obtained its license. According to MCO
representatives, this annoyed other MCOs, which maintained that NHP-RI was being given an unfair
advantage. One MCQ threatened to (but did not) sue the state over this matter. Representatives from
NHP-RI maintained that their organization was put a a significant disadvantage in enrgllment because the
demondration started prior to its licensure. They aso aleged that enrollment counsdors provided
misinformation during the enrollment process regarding the ability of eigible people to enroll in NHP-RI

prior to licensure.

¥This payment was based on delivery costs of $4,400, from which 5 months of capitation was
subtracted on the assumption that MCQOs would also receive the regular monthly capitation payment. The
final supplemental payment amount for dliveries ranged from $3,837.60 to $3,873.90 acrossMCOs. As
discussed later, this rate was increased by $230 in August of 1995.
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MONTHLY CAPITATION RATES UNDER RITE CARE, YEAR 1

TABLE 1116

(in Dallars)
Extended Supplemental
I- to 5- 6-to 14- Malels-to44-  Female}5- to 44- Over 45 Family Delivery

Infants Year-Olds Year-Olds Year-Olds Year-Olds Years Old Planning Payment®
Harvard  Community Hedlth
Plan of New England (HCHP) 217.76 52.70 44.47 70.06 105.22 137.96 2248 3,873.90
Hedth  Maintenance
Organization Rhode Island
(HMO-RI) 217.76 52.70 44.47 70.06 105.22 137.96 2248 3,873.90
Neighborhood Health Plan of
Rhode Idand (NHP-RI) 25165 54.48 44.47 71.22 11164 137.96 2339 3,837.60
Pilgrim Hedlth Plan 268.49 53.05 44.47 70.29 112.05 138.02 2248 3,837.60
United Hedth Plans of New
England 253.60 52.70 44.47 70.06 116.60 137.96 2248 3,837.60

‘This is not a monthly payment, but rather a one-time payment on delivery



c. Contracts Between the State and MCOs

Each MCO serving the Rlte Care population holds a contract with the state that establishes numerous
requirements. Probably the most striking of these requirements is the maingtreaming clause that requires
the MCQ’s entire physician network to accept Rlte Care members for treatment. Therefore, al providers
inaMCO's commercid network must agree to accept Rlte Care patients.?® The contracts aso contain
requirements regarding provider networks, service availability, marketing restrictions, member services,
benefit packages, management and qudity assurance, reinsurance, and financia standards. MCQs have
complete discretion concerning how providers are reimbursed.

The contracts contain severd important items. First, the contracts between the state and MCOQs
dipulate that the ratio of members (al types of members for that MCO, not just Rite Care members) to
primary care physicians may not be greater than 1,500: 1. However, physicians can contract with more than
one MCO and accept non-MCO patients, making these requirements appear relatively weak. The contracts
do not specify maximum member-to-speciaist ratios; instead, they state that there be a “sufficient number”
of speciaiststo assure timely access to specidist services.  Second, MCOs are required to contract with
the community health centers, unless they can demonstrate that both adequate capacity and an appropriate
range of services for vulnerable populations are available in a given sarvice area without contracting with
these entities. Third, MCQs are required to provide coverage either through the MCO or through ther
primary care physicians 24 hours aday, 7 days aweek for authorization of emergency and urgent care.
Fourth, MCOQs are not alowed to market within 50 feet of Rlte Care enrollment Sites, and the state must
aoprove al marketing materids. Fifth, building on the sate’'s strong HMO licensure regulation, MCOs
participating in Rite Care must meet dl the DOH utilization review/quaity assurance and financia

standards for HMQs. In addition, they must meet Rite Care specific program standards.  Findly, the date

**One MCO, HMO-RI, had an exception to this clause but assured the state that 87 percent of its
commercid network would serve Rlte Care patients. There were also alegations that United did not make
al of itsmentd hedth providers available to Rite Care enrollees.
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offered the MCOs the option to purchase reinsurance for the reimbursement of inpatient hospita costs
incurred by members beyond a preestablished monetary threshold.

Representatives from the MCQs were cautious about reveding the specifics of their financid satus
with respect to Rlte Care. Nevertheless, most fet that they were facing financid losses under the Rlte
Care program for the first year of operations. All of the plans interviewed, however, gppeared to be

financially solvent.

d. Quality Assurance/lmprovement

The quality assurance/improvement program under Rlte Care is based on the Health Care Quality
Improvement System for Medicaid Managed Care (HCQUIS) developed under the Quality Assurance
Reform Initigtive (QARTI). It builds on the Rhode Island DOH’s Division of Facilities Regulation’s quality-
monitoring program for commercid HMOs. As licensed HMOs, MCOs contracting with the state to serve
Rlte Care members are required to have and implement comprehensive internd quaity assurance plans.
In addition, licensed MCOs must obtain Nationa Committee on Quality Assurance (NCQA) accreditation
within 2 years of licensure. Most other states do not require this accreditation for their Medicad managed
care programs.

The MCOs are d'so monitored to assure that Rite Care contract requirements for quality of care are
met. These requirements are broader than for commercid plans for some services, such as EPSDT,
enhanced services, interpreter services, and coordinanon with other state services. The state has developed
a Rlte Care specific quaity-monitoring plan that includes monitoring internd quality assurance plans
through initid and ongoing Ste vigts, developing medica care policies and utilization standards, and
andyzing encounter and other data for quality assurance and utilization review. The plan dso includes
conducting focused clinicd studies and chart audits, conducting consumer satisfaction surveys, and

defining and evauaing provider service networks. The state has conducted Ste vists with MCOs, is
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currently monitoring MCO quaity assurance plans, and is working with MCOs to identify and resolve

problem areas.

e. Contract Year 2

The date extended the first contract year by 6 months to alow more time for obtaining accurate
utilization data, which it will use to develop rates under the second contract. Our interviews suggested thet
the MCO response to this policy was mixed. Some MCO representatives stated the extension would atlow
them to peform a more complete actuaria anayss for bidding on the second contract. Other
representatives, however, felt that the capitation rates in the first year were low and that extending them
for another 6 months would only increase their financid losses under the program.

Many contractual changes are planned for the second contract year. These include using a broader
definition of medica necessty in determining covered services, requiring MCOs to reimburse hospitals
for medicd screening exams in hospitd emergency rooms, permitting plans to include mid-level
practitioners in their provider networks, and strengthening the “mainstreaming” requirements. Another
change will alow consumers to sdlf-refer to in-plan providers for annua gynecologica visits, family-
planning services, and sexualy transmitted disease services. (The proposed changes regarding in-plan and
carved-out services were discussed earlier.) The state will no longer offer reinsurance to MCOs but will
require MCOs to obtain such reinsurance in the commercid market. Findly, the supplementa payment

for pregnant women upon delivery has aready been raised by $230.

G. PROVIDER RELATIONS AND PARTICIPATION
1. Physcians
A physcian focus group held in Providence involved 10 primary care physicians (including

pediatricians and obstetricians/gynecologists) who were members of the three MCOQOs (HMO-RI, Rigrim,
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and United) that relied primarily on physician networks.?! Participation in the group was restricted, to
obtain the views of physicians from more traditiona private practices. Appendix A includes a complete
report on the physician focus group results.

The physician focus group revealed that primary care physicians in private practice were more content
under Rite Care than under the traditional Medicaid program. Thiswas mostly due to the higher payments
they were recaiving under Rlte Care and the timeliness of those payments. However, physicians from a
community hedlth center and a hospital outpatient department raised serious concerns that the shift in the
site of care from hospital outpatient clinics and community health centers to private physician practices may
result in less appropriate services for non-English-gpesking enrollees and enrollees with complex
psychosocial problems (such as low educational attainment or substance abuse problems) because private
practices do not have the resources to meet the needs of these types of patients. They further argued that
community health centers and hospital outpatient departments remain the most appropriate setting in which
to provide care to this population because of the additiona time built into gppointment dots and the
presence of bilingual staff and psychosocial support services on site. Mogt physicians in the focus group
felt that Rite Care enrollees did not receive adequate education from either the state or thg MCQOs regarding
what managed care is and how it works. Moreover, they felt strongly that the lack of education meant that

providers were responsible for educating Rlte Care enrollees.

a. Physcian Participation

According to ate officids, provider participation in Rite Care is greater than under the traditiond
Medicaid program. In particular, the state felt that increased participation was likely to have occurred with
obstetricians, many of whom did not participate in Medicaid prior to Rlte Care. Although the stete

expected pediatrician participation to increase, the change would be of alesser magnitude, snce many of

“Some of the physicians who attended also had contracts with NHP-RI.
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them had higoricdly participated in the Medicad program. State officids attributed the increases in
provider participation to the mainstreaming requirement that al physicians in an MCO network serve Rlte
Care patients, potentially guaranteeing participation by al physicians participating in commercial managed
care plans.  (Surprisingly, no evidence was discovered of widespread physician discontent with the
maingtreaming policy.) State officiads also fet the increased provider fees offered by the MCOs redive
to the traditional Medicaid program were critica to this reponse. However, detailed data on the levels
and intensity of provider participation were not initially available to support or refute the claim of increased
physician participation. Recently, data have become available to address this question more definitively.
Nevertheless, Sate officids indicated that there were some geographic aress in the state where the
number of physicians accepting new members reative to the number of Rlte Care enrollees may be
inadequate. In particular, state officids identified Centrd Fals, parts of Providence, Pawtucket, and

Woonsocket as likely problem areas.

b. Payment Methods and Levels

Prior to Rlte Care, the state’' s 1993 physician payment rates were 42 percent of Medicare fees,
compared with 73 percent nationwide, and 62 percent for New England (Norton 1995). The general sense
about the adequacy of payment levels under Rlte Care was that physicians were reimbursed at levels that
were higher than under the traditiona Medicaid program but that reimbursement was il lower than for
private patients. From inter-views with MCQs and physician focus groups, we were able to determine
physician payment arrangements, as well as Rlte Care physician payments, as a percentage of commercial
physician payments for most MCOs.

Most physician payments under Rlte Care are based on discounted fee-for-service. Depending on the
MCO, payment rates for serving Rlte Care patients range from 80 to 100 of each MCO’s commercid
payment rates. In addition to this variation in the discount off commercia rates, other variations in payment
arrangements exis. One MCO offers a per member, per month payment to primary care physicians for
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case management services. Another plan offers primary care physicians the choice between capitated or
discounted fee-for-service payments. Findly, HCHP’s gaff-model physicians are sdaried.

In summary, it gppears tha physcians sarving Rite Care members are being paid at a leve
sgnificantly higher than under the traditiond Medicaid program. However, physician payments in most

cases represent alevd that islower than commercid rates.

2. Hospitals
a. General Impressions
Hospital representatives were somewhat cautious about revealing their perceptions of Rite Care
because they felt it was too early to assess the financial and other impacts of the program.  During our Ste
vigt, we interviewed representatives from the Hospitd Association of Rhode Idand and from Rhode
Idand, Women and Infants, South County, and Butler hospitals. All hospitas in the Sate participate in
Rlte Care. Of the 15 Rhode Idand hospitds, HCHP contracts with 10, HMO-RI with al 15, and NIP-RI,
Pilgrim, and United with 12 each. In addition, United has a contract with one hospital in Massachusetts.
Hospitd representatives indicated that emergency room vidts were declining (dthough they were
unable to estimate exactly how much). Moreover, to ensure appropriate emergency use, some MCQOs have
established managed care desks in some hospitals to authorize patient care in the emergency room. Except
for Women and Infants Hospital, hospitals had no indication of the effects of Rlte Care on length of stay

or on number of inpatient stays.

b. Payment Methods and Levels

Most respondents indicated that hospitals were relatively well paid under Medicaid prior to Rlte Care,
During this period, hospitals were reimbursed by Medicaid on a prospective cost-finding basis. Costs were
estimated through a negotiation among the hospitals, the hospital association, Blue CrossBlue Shield, and

the state. On the basis of the negotiated budgets, a rate was set for each hospital based on aratio of
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charges to cogts for inpatient and outpatient services, with year-end adjustments for volume and other
factors. In addition, both the state and Blue Cross/Blue Shied reimbursed hospitals for a share of
uncompensated care costs. However, we were unable to obtain any information on payments under Rlte
Care relative to Medicaid.”

Hogpitals are paid for services under Rlte Care in severd ways. One MCO negotiates individudly
with hospitals; most of its payment arrangements are based on per-diem or per-stay rates that vary across
products, hospitals, and types of services. However, this MCO does have a risk-sharing arrangement with
at least one hospital. Another MCO pays hospitals the same rate Medicaid had been paying prior to Rlte
Care. Most hospitas accepted this arrangement, except for one that negotiated higher rates. ThisMCO
is considering risk-sharing arrangements in future contracts. Another MCO bases its payments to hospitals
on a diagnosis-related group or per-diem basis. Most hospitals affiliated with thisMCO are paid the same
for ther commercid and Rlte Care patients, because contracts were aready in place when Rite Care was
implemented; however, thisis likely to change in the future.

One controversy regarding hospital payments revolved around who was responsible for the costs
associated with screening vidts in emergency rooms.  During the first year, not dl of the plans were
reimbursing hospitals for the screening fees. However, the state made the determindti OI"I' fhat MCOs were

responsible for remburaing hospitals for these services during this period.

3. Federally Qualified Health Centers
a. General Impressions

As mentioned earlier, Rhode Idand has higoricaly had a very strong base of community hedlth
centers that met the requirements of Federaly Quadlified Hedth Centers. According to representatives

from thelr state association, health centers served approximately 55,000 patients a year prior to Rite Care.

“The state of Rhode Idand has a disproportionate-share hospital program, which was not changed
with the implementation of Rite Care.
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Of these, 25,000 to 28,000 were potential Rlte Care participants (low-income women and children).
Respondents from most sectors indicated that Medicaid reimbursement to community health centers had
been far below costs until the ingtitution of cost-based reimbursement in 1990. With the implementation
of Rite Care in 1994, hedth centers feared that, because MCOs would pay the same rates to physicians
in private practice as to the hedth centers, some of the increased reimbursement hedth centers were
receiving under cost-reimbursement would be filtered to private physicians who had traditionally not been
willing to serve the Medicaid population. In short, health centers felt that they had much to lose under Rlte
Care.

Faced with these issues, health centers developed a community hedth center-based MCO: NHP-RI.
All of the community health centers in the state contract with NHP-RI, and severa also have contracts with
other MCOs. In addition, health centers and the hedlth center association lobbied the state to address the
issue of cost-based reimbursement for health centers under the demonstration. Asaresult, a supplemental
payment was indituted that provides community health centers with an additiona $10 per member, per
month for each Rlte Care member designating a community health center as a primary care sSite, regardless
of the MCO with whom the member is enrolled. The supplementa payments were designed to bring
health center payments under Rlte Care up to cost-based reimbursement levels. These pz;lyments are made
by the date to NIP-RI, which didributes them to the hedth centers. Community hedlth center
representatives noted, however, that state grant monies previoudy dlocated to community hedth centers
were used as the state match for the supplemental payments. Community hedth centers no longer receive
these grant monies, which they previoudy used to help cover the costs of serving the uninsured.

To their dismay, the community health centers and NHP-RI have not been able to secure the level of
Rite Care enrollment they had hoped for Community hedth center representatives clamed that this was
due in part to the delay in licensure of NHP-RI. Even though enrollees wishing to remain with a specific

health center were dlowed to remain in fee-for-service Medicaid until NHP-RI was licensed, community
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hedth center representatives and advocates asserted that health centers lost members because the
enrollment process was biased againgt them. It is unclear, however, whether lower than expected
enrollment was due to disadvantages in the enroliment process in the early stages of Rlte Care or Rlte Care
members preferences for private physicians (discussed in Section H).

Severd of the 14 community hedlth centers have reported difficulties in covering their ongoing
expenses, in spite of the supplementa payments. Respondents claimed that their revenues have fdlen
because their share of Rlte Care enrollment was less than expected and they no longer receive cost-based
reembursement. At the same time, their uncompensated care expenses have increased due to growth in
the state’s uninsured population. Some centers are struggling to continue operating, and they have had to
cut back gtaff, reduce saaries, or increase their lines of credit. Since the community hedlth centers in
Rhode Island are regarded as the state’'s safety net for low-income uninsured people, there is widespread

concern about their future.

b. Contracting with MCOs and Payment Arrangements

HMO-RI, NHP-RI, and United al have contracts to provide care to Rlte Care enrollees in community
health centers. Under NHP-RI's payment arrangements, hedlth centers receive a capitated payment for
primary care services. In addition, NHP-RI maintains two internd funds: (1) a specidist services fund,
and (2) a hedth facility fund. Year-end balances in the consultant services fund are returned to hedth
centers, and baances in the facility fund are split equally between NHP-RI and hedlth centers. The two
other MCOs pay community hedlth centers on a discounted fee-for-service basis. One MCO contracts
with individual physicians in health centers and pays them 80 percent of the MCO's commercial rates. The
other MCOQ contracts directly with some community hedth centers and pays them at 90 percent of the

MCO’s commercid rates, with awithhold of 10 percent.
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H. CONSUMER VIEWS

Focus groups were held with low-income consumers in both Providence and South County to explore
their experiences with the Rlte Care program. A third focus group, which also took place in Providence,
was made up of people whose families included a member with chronic hedth care needs.  Appendix B
presents a complete report on the focus group results. There were problems with recruiting participants
for al three groups. In tota, 14 people attended the meetings, including 12 Rite Care enrollees and 1
mother with children in Rlte Care. The remaining respondent was the mother of a chronicaly ill child who
used to be on Medicaid. The groups provided some insights about the conversion to Rlte Care and
consumer knowledge about managed care, but the results should be used with caution since the
respondents were not intended to be a statistically representative sample of Rlte Care enrollees.

Most members of the urban and nonurban low-income focus groups were satisfied with their new
arrangements under Rlte Care. Those who used to receive their care from clinics especialy liked being
able to choose their own doctors under Rlte Care. Severa mentioned the stigma associated with welfare
and Medicaid and indicated they felt that RIte Care was more like the hedth care everyone else has. Thar
complaints about the program primarily related to the verification syssem and generd managed care
procedures (such as having to coordinate dl care through a primary care physcian). They had few

complaints about individud plans or physcians.

a. Administrative Problems

Severd respondents were frustrated with the Medicaid program’s automated Recipient Eligibility
Veificaion System. They indicated they had experienced delays in seeing physicians or having
prescriptions filled because the providers were unable to confirm their plan enrollment. Respondents said
that even the loca DHS gaff has trouble providing an accurate assessment of where cases sand in the
automated enrollment sysem.  On the other hand, there were generdly positive comments about the
hepfulness of locd Rlte Care g&ff and the information line workers.
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b. Selection of Plans

Most respondents indicated they chose a hedlth plan that included a doctor or clinic they had used
before. No one had to change doctors, nor had any of the focus group participants been auto-assigned to
MCOs. Severa urban respondents indicated they transferred from a community health clinic to a private
doctor with Rlte Care. The poor recordkeeping at community health centers was cited as a problem area.
(For example, one respondent said her center could never locate her medical records, and another said her
center did not have any computers for record-keeping.) The mgor criticism with regard to plan sdection

involved the redtrictive pharmacy and hospital networks with each MCO.

c. Emergency Room Access

In each group, some people did not understand the Rlte Care rules regarding access to emergency
services. Generdly, participants seemed aware that they could not continue to use the emergency room
for routine care. However, they had questions about how to decide what congtituted an emergency and
what steps they should follow. One respondent suffered through a weekend of great pain with what turned
out to be kidney stones, because she was trying to follow the new rules. Anocther enrollee reported that she
was initidly denied permission by her MCO (by telephone) to use emergency services -over the weekend
when her child fell down 13 steps and hit his head. She went anyway and eventualy received gpproval.
There dso seemed to be some misperceptions about emergency room policies; one respondent claimed
her plan allowed her to continue to use the emergency room as before, as long as she called the plan to tell

them after she had been there.

. OTHER VIEWS
Severd advocacy organizations are actively involved in the Rlte Care program. This was not truein

the early stages of the demonstration development, and everyone agrees their participation has strengthened
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the program, Many of the problems identified by advocates have aready been mentioned. Other issues
they cited include:
. Tedephones are not easly accessible to many Rlte Care enrollees, thus saverdly limiting their
ability to use the managed care mode (particularly with regard to emergency services

authorization and gppointment scheduling).

. Enrollees do not understand their grievance and gpped rights under Rite Care.

Providers have not been educated about the gatekeeper concept under managed care and do
not understand their respongihilities, particularly with regard to EPSDT.

. New rules regarding the deeming of step-parent income in digibility determination are
viewed as inequitable and have caused severd children to lose RIte Care digibility.

Beginning in August 1995, the Children's Code Commission, in cooperation with state officials, held
a series of six public hearings over a 3-month period to review the first year of Rlte Care operations. The
Code Commission is made up of representatives from the legidature s Committee on Finance and the
Committee on Hedth, Education, and Welfare. Many provider and advocacy group representatives
testified, as did officias from state agencies involved with Rlte Care. The thrust of the hearings was that
most legidators support Rite Care but want to know how the program is doing and what they can do to
make needed improvements. The commission responded postively to the second-year changesin Rlite

Care policies and operations proposed by DHS Director Christine Ferguson &t the fina hearing.

J. DATA ISSUES

As part of its MMIS, Rite Care intends to collect an extensive array of encounter data from each of
the hedth plans. A unique feature of the system is that it includes a detailed record of every Rlte Care
delivery. Thisrecord includes the number of prenatd vigits, the date of the first prenatd visit, the type of
ddivery, whether the pregnancy was high risk, and the birth weight and gestationd age of the infant.  In
addition, al the MCQs will be reporting aggregate-level encounter data covering both Rlte Care members
and their commercial members, so that OMC can determine how service utilizetion and outcomes for the
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Rlte Care populaion compare with the generd population of HMO enrollees in Rhode Idand. OMC
brought in outside expertise to assst in designing the system and dso involved the five Rlte Care health
plans during the system-planning phase. The new system appears to hold great promise. It isnot yet fully
tested, however, and the 1994 data are not expected to be ready for review until spring 1996.  Although
the health plans report they have been collecting encounter data from the start, some problems are expected
with thefirst year’sdata. It is hoped that these problems will be resolved by the second year.

Rhode Idand’'s MMIS system was not implemented until December 1993. Asaresult, Rlte Care will
not have available the two full years of pre-implementation clams and eligibility data that were anticipated
with the evauation desgn. Because enrollment for Rlte Care was staggered, the Medicaid-digible
enrollees who first converted to Rlte Care will only have about 10 months of predemonstration enrollment
and claims data from the MMIS, while those enrolled in the final stages will have no more than 22 months
of data. Other Medicaid data from the predemonstration period are not sufficiently detailed to be suitable
for usein the evauation.

As mentioned earlier, there were many Rlte Care implementation issues related to the MMIS. Most
of these problems involved the efficiency and accessibility of the part of the system that confirms eligibility
and plan enrollment status. Some respondents felt that addressing Rlte Care digibility problems was not
a priority for MMIS staff and resources because children and families are not the expensive part of
Medicaid. It aso may have been a disadvantage that OMC was not officiadly a part of DHS or the
Medicaid division in the first year of operations. It aso seems likely that some difficulties occurred Smply
because the system was ill new. To its credit, the Rhode Idand MMIS includes more extensve
information than that in most state MMIS systems, particularly concerning digibility, encounter data, and
providers. Indeed, the richness of the database may have contributed to the difficulties the state has

encountered in getting it to work smoathly.
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K. LESSONS LEARNED

Severa aspects of Rhode Idand’ s program were different from other state Section 1115 programs
of the same period and helped ease the trangtion to managed care.  Rlte Care placed much greater
emphasis on increasing primary care access than it did on enrollment expansion, was implemented in a
date that dready had an established managed care infrastructure, and made extensive use of outside
expertise in managed care. Rlte Care dso focused more on cost containment than cost savings, and it
elected to phase in implementation over a1 -year period.

Other states may want to consider using the Medicaid eligibility redetermination process to trigger
conversion to managed care, coupled with a guaranteed period of initial enrollment. In Rhode Idand, these
steps reduced the trauma associated with such a large system change. States should understand, however,
that any change of this magnitude (even if somewhat gradual) will not be trouble free. In the early months,
Rhode Idland’s newly implemented MMIS system was a source of great frustration, with errors and delays
in notification to the MCOs of new enrollees.  Consumers, locd digibility staff, and providers aso had
trouble venfying enrollment status for Rlte Care participants. In addition, there were provider complaints
about the confusion that occurred because they had to run two systems throughout _the year: onefor
dealing with Medicaid enrollees who continued to be fee-for-service until they were up for redetermination
and another for those enrollees who were now in the capitated system. Nevertheless, in hindsight, study
respondents generaly believed that other states would be well served by a phased-in enrollment approach.

Not enough can be said about the importance of consumer and provider education. Severd
techniques were employed to acquaint consumers with the Rlte Care program, including face-to-face,
nonbiased enrollment counseling, a video, and a toll-free information line. There was aso a back-up mail-
in system for plan enroliment, As a result, only 6.5 percent of enrollees through February 1996 were auto-
assigned. Still, dl study respondents agreed that more training about managed care is needed in Rhode

Isand, both for consumers and providers. In particular, the state’'s newly formed OMC did not undertake
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enough early planning to adequately address the needs of non-English-speaking Medicaid enrollees in
converting to amanaged care system, and the MCOs were not prepared for the diversity in language and
culture represented by the Rlte Care population.

States should be aware of the importance of communication between stakeholders in developing
managed care initiatives. In the early stages of Rlte Care planning and implementation, Rhode Idand was
criticized for its falure to adequately involve consumers, advocates, providers, the managed care
community, and other state agencies. Over time, the state took steps to address this problem. Now weekly
mestings are held between OMC gaff and representatives of dl five MCOs (with other organizations
attending as appropriate) to discuss problem areas and transmit policy and operational changes. Problem
resolutions are not aways as timely as everyone would like, but the critical participants are involved. The
date adso st up a Consumer Advisory Committee that meets monthly and alows advocates and
representatives of special interest groups to directly communicate their concerns to the state. Nevertheless,
Rlte Care would have benefited if these steps to involve stakeholders had started even sooner.

Most states have little direct experience in providing services through a managed care delivery system
to low-income Medicaid beneficiaries. This was true for Rhode Idand, making it a mgor chdlenge to
create a statewide managed care system for the Medicaid population of families and childfén over a 1 -year
period. Rhode Idand brought in outside experts on managed care a dl stages, using them for planning,
implementation, and ongoing operations. This expertise was important in the development of the consumer
education and enrollment efforts, as wel as in the design of the quality assurance and encounter data
sydems. Other states may want to condder bringing in outsde experts, particularly when existing
Medicad staff members have little managed care experience.

Large-scale Medicaid managed care initiatives have an impact on the hedth systems in states and can
be expected to put stress on safety net providers, Four commercid MCOs in Rhode Idand are

participating in Rlte Care, and more plans may hid to be part of Rlte Care in the future. Two of the MCQs
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had to develop primary care gate keeper products to take part in the demonstration, and one of these is in
the process of obtaining approval to offer this new product commercialy. Although the community hedth
centersin Rhode Idand were able to secure licensing for their own HMO (NHP-RI), concerns continue
about the long-term viahility of some of the community hedth centers.  Some centers have had major
problems (such as gaff cutbacks and sdary reductions). Rlte Care's $10 per member, per month
supplemental payments have not been enough for community health centers to make the needed transition
from cost-based reimbursement to a fully capitated gpproach, especidly given the state's growing
uninsured population, Rlte Care has done little to reduce the numbers of uninsured, with fewer than 1,000
enrollees qualifying under the expansion group provisions (compared with a projected increase of 10,000).
Preserving the sate’ s safety net of essentid providers will be amgor chalenge for Rlte Care, and other
states can expect to face this chalenge with a move to managed care.

Has Rhode Idand’ s program increased primary care access? Prior to the demongtration, Medicaid
fee-for-service payment levels were s0 low that many primary care providers did not participate in the
date’'s Medicad program, and emergency room use and inpatient hospital expenditures were
inappropriately high. State officids believe that physician participation has improved dramaticaly under
Rlte Care, in part due to higher primary care payment rates and in part due to the."s;ate’s mandatory
maingtreaming clause. However, program data are not yet available to confirm whether significant changes
have occurred in physician participation and emergency room use without any measurable lossin quality.

On the basis of Rhode Idand’s experience, states can expect a mixed reaction from providers
regarding managed care. Those primary care physicians who worked in community hedlth centers or the
larger hospitd dlinics prior to the demongration bdieve the qudity of care for many enrollees will be
adversely affected under Rlte Care. They question whether private-practice physicians will be able to deal
adequately with the range of medica and nonmedicd problems many Rlte Care enrollees face. On the

other hand, private-practice physicians are generally positive about the change. In a physician focus group,
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severd said they severdly limited their Medicaid participation prior to Rlte Care.  Ther willingness to
participate has now improved because the MCOs are paying them more, and they are paid more quickly
than under Medicaid. However, physcians fed some frudtration with the lack of patient education and
understanding of the gatekeeper concept. They are dso concerned about their ability to address the
complex socid, culturd, and language problems in the Rlte Care population. Hospitas are generaly
unable to assess the impact of Rlte Care on their operations yet, athough several felt that emergency room
use was declining.

Medicaid consumers are more positive about the move to managed care. Respondents in consumer
focus groups expressed general satisfaction with their new arrangements under Rlte Care. Many
mentioned the stigma associated with Medicaid and welfare, and indicated that they saw Rlte Care as
moving the low-income population into the regular hedth care system, where they hoped there would not
be as much discrimination. Their complaints relate primarily to generd managed care procedures
(particularly changes in their access to emergency services) and the poor rdiability of Rlte Care's
automated enrollment verification sysem. Another indication of consumer satisfaction is that only
4 percent of enrollees dected to change plans during the first phase of an annua open enrollment period.

Rhode Idand’ s experience (and that of the other States) suggests that moving Mé&ica’d to managed
care has widespread political support. Rite Care began under a Democratic governor, but the Republican
governor who took office shortly after the program got under way has been committed to continuing the
trangtion. His adminigration concluded the first year of Rlte Care with a mgor review of program
operations. At about the same time, the legidature held a series of six public hearings on Rlte Care. In
both instances, the reviews were undertaken with a positive focus on improving the program. Severd mid-
course corrections, which directly respond to concerns aired, are now in the planning stage. Other states
might want to consider a similar performance review at the end of the first year, so that stakeholder groups

can be heard and problems can be directly addressed where possible.
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Finaly, the first year of Rlte Care confirms that Medicaid managed care seems to place stress on some
service areas more than on others. Aswith managed care in other states, Rlte Care is struggling with how
to integrate mental hedth and nonmedica socia services into a managed care system. Problems have
occurred both with the process for obtaining access to these services and with the adequacy of the provider
networks. In addition, controversy has continued over restrictions on access to emergency services, with
concern that some Rlte Care enrollees are now afraid to use emergency room services, even when
appropriate. These service areas will be the focus of several changes in Rlte Care, including a requirement
that dl MCOs contract with a network of socid service providers, gregter flexibility to MCOs in
credentiding mentd hedlth providers, the imposition of hospita reimbursement for emergency room

screenings, and a new definition of medica necessity.
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V. HAWAII'S QUEST PROGRAM

A. BACKGROUND FOR REFORM

Long before QUEST, Hawai was making innovations in heath policy and striding toward universa
hedlth insurance coverage. In 1974, Hawaii enacted the Prepaid Hedth Care Act, which required that
employers provide hedlth insurance to full-time employees, not including dependents, part-time workers
(Iess than 20 hours per week) and the salf-employed (Friedman 1993; and Lenin and Sybinsky 1993).
Inspired by Washington State' s Basic Health Plan, in 1989 the Hawaii Department of Health created a
gate-funded State Hedlth Insurance Program (SHIP) designed to provide basic benefit coverage to the
“gap group’--people not covered by the employer mandate or Medicaid (Hornbrook 1991). SHIP was
available to people under 300 percent of poverty and charged diding-scade premiums, adthough the
enrollment was capped because of limited funding. Enrollment in SHIP was possible only during certain
times of theyear. SHIP offered ether a limited benefit package or a Hedth Maintenance Organization
(HMO) package. Atitsendin 1994, SHIP covered about 24,000 people. As aresult of these policies,

Hawaii had the lowest percentage of uninsured people in the nation.?

‘QUEST dands for Qudity of Care, universd Access, Efficient Utilization, Stable Cog,
Trandformation. These were gods for the new program.

‘Hawaii is the only gate in the union with an exemption from the federd Employee Retirement
Income Security Act (ERISA) that otherwise prohibits states from employer mandates.

0On the basis of the pooled Current Population Survey (CPS) for 1990-I 992, the level of uninsurance
among the nonelderly was 8.3 percent in Hawaii versus 15.8 percent for the nation; these data include
Urban Ingtitute edits of survey data to adjust for underreporting of Medicaid (Winterbottom et a. 1995).
Since the CPS did not ask about participation in SHIP, it is possible that the true rate of uninsurance was
lower, in the range of 4 to 6 percent. The CPS for 1994 now includes questions about state programs, like
QUEST and SHIP, but a 1 -year sample is too smal to be datigticaly reliable for Hawai. A prdiminary
analysis of the new data for 1994 reports Hawaii’s uninsurance rate was 11.6 percent, dightly higher than
rates for Vermont and Wisconsin (Employee Benefit Research Indtitute 1996). However, the I-year
estimates have not been edited to adjust for underreporting and probably have alarge standard error.
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The hedlth care market in Hawaii so had unique features that shaped the development of QUEST.
The Hawaiian hedlth insurance market has been dominated by the Hawaii Medica Service Association
(HMSA), the state Blue Cross/Blue Shield affiliate, which had 64 percent of the private market in 1992.
Kaiser Permanente (a large group-model HMO) was also a major presence, with 19 percent of the market.
Network-style capitated managed care was uncommon in the state. In addition, before QUEST, Medicad
was mostly fee-for-service. Medicaid enrollees could voluntarily join Kaiser’s HMO, but only 5 percent
of Medicaid clients did so.

This report is based on dte vidts and focus groups conducted in April and May of 1995 and the
review of documents such as the demondtration gpplication and quarterly reports. Where possible, we
update the report with more recent information. We visted Honolulu, the capital and mgor urban area.
To learn about rural issues, we visited the Kona area (west side) of the island of Hawaii, better known as
the Big Idand. The Big Idand is the poorest county in the state and has the lowest overdl concentration

of physicians.

B. PROGRAM DESIGN AND IMPLEMENTATION
1. The Process of Desgn
QUEST was designed very quickly. Planning began in early 1993; the application was submitted in
April and it was approved by July 1993. The program was formadly implemented on August 1, 1994.
Soon after the November 1992 election of President Clinton, then-Governor John Waihee learned
about the president’s interest in expediting approva of federd waivers. The governor was interested in
dowing the rate of Medicaid expenditure growth by integrating the services provided by three programs
and usng capitated managed care organizations (MCOs). Because the president requested that
demongtration gpplications be completed by late April 1993, the Department of Human Services (DHS)
worked quickly with consultants to submit an application by April 19, 1993. Some of the consultants were
very familiar with Arizona's Medicaid waiver program, o this influenced the design of QUEST. After
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federa-gtate negotiations, HCFA gpproved the waiver on July 16, 1993, making thisthe first of the new
wave of Section 1115 waivers to be approved after the one in Oregon.

The rush of the demonstration program’s development and approval caused some problems. A few
groups, notably the Federation of Physicians and Dentists and the Hawaii Medica Association, felt that
there had not been enough opportunity for public input and objected to the emphasis on managed care.
At one point, the state senate threatened to block implementation of the program.  Although the senate

eventudly acquiesced, implementation was delayed a couple of months.

2. Program Design

Many elements of QUEST were apparent from the first conceptualizetions of the program. QUEST
integrates three state insurance programs:. (1) the nondisabled, nonelderly portion of Medicaid (primarily
Aid to Families with Dependent Children [AFDC] clients); (2) Generd Assstance (GA) medica
assistance; and (3) SHIP. GA and Medicaid were aready jointly administered, although federal funds did
not support medical assistance for GA adults.* QUEST brings dl three programs together with consstent
digibility criteria and benefits, dthough diding-scae premiums gpply to upper-income beneficiaries.
Acute medica care for disabled and elderly people and long-term-care services are gtill” administered under
fee-for-service Medicaid, although there were plans to include medical services for the disabled and elderly
in QUEST in the future.

QUEST benefits are provided by capitated MCQs, which are required to have primary care providers.
Medica and dental plans are separated. The premium levels are determined in a managed competition
framework, based on hidding by plans. The state did not try to enforce mgor savings in costs per person,

compared to the level of Medicaid payments before, but hoped that capitation would Sow the rate of future

‘GA is the state-funded cash assistance program for poor people not categoricaly eligible for AFDC.
In Hawaii, GA recipients must be temporarily disabled or meet work search requirements. GA recipients
essentially received the same Medicaid benefits as AFDC-type clients, athough without federal Medicaid
match. Children in GA households were aready eligible for federal Medicaid match as Ribicoff children.
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rate increases.  Since DHS had only dedlt with one HMO before, it had to develop new contracting
sysems. The date issued requests for proposds for the medicad plans to bid on in August 1993 and
completed negatiations by April 1994. As will be discussed in more detall later, the State ultimately
contracted with five medicdl MCOs and two dental MCOs (see Section F). DHS aso developed bids and

contracts for a behaviora hedth carve-out plan and reinsurance.’

3 . Startup

In May 1994, all AFDC-type Medicaid, GA, and SHIP clients were mailed notices that the programs
were changing to QUEST and were asked to reapply and select MCQs. Enrollment for new dients dso
gradually began. The program efficially began on August 1, 1994; MCQs became responsible for medica
care on that day statewide. Some clients were confused during the mass enrollment period (for example,
they were unsure which doctors participated in each MCO), s0 a grace period for plan switching was
permitted on a one-time basis at the beginning of the program,

The implementation of QUEST within a year of HCFA gpprova can be viewed as an impressve
achievement of the Med-Quest Division, the MCOs, and numerous other groupsin the sate. It required
development of new systems and protocols in a short period of time.  New Govemor Ben Cayetano
(elected in November 1994) and the legidature have been supportive of QUEST.

Some problems arose, a least partly because design and implementation were rushed. Three start-up

problems frequently mentioned by State officids, providers and MCQs were:

The behaviord hedth “carve-out” plan is for people who are diagnosed as having serious mental
Iliness. They receive care supervised by a separate MCO, featuring specidized case managers. A firm
contracted by the state provides reinsurance for each MCO. The reinsurer is responsible for covering costs
of care for patients whose costs exceed $30,000. Between $30,000 and $50,000, the reinsurer
covers 50 percent of the cost and the MCQ the baance. Between $50,000 and $1 ,000,000, the reinsurer
covers 85 percent of the cost. Above $1,000,000, the reinsurer covers the full cost.
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1. Enrollment Delays. Near the beginning of the program, it took 2 or more months to get an
appointment for digibility determination. In addition to inconveniencing clients, other
problems resulted. Services were covered from the date of application (or up to 5 days before
if there was a hospitdization), so delays in digibility determination meant that it was not clear
whether people were covered during this period and they had not yet been assigned an MCO.
These delays led to confusion by patients, providers, and MCOs as to whether a given person
was or was not covered in the gap period. Later in the year, the waiting time for
appointments had falen to 2 to 3 weeks. These problems were compounded by automated
data processing (ADP) system shortcomings. The Hawai Automated Welfare Information
(HAWI) system was used for digibility entry and transactions, but it was not designed for
QUEST, nor was it under direct control of the Med-QUEST staff. A contractor is developing
anew system designed for use with QUEST.

2. Some Disruption of Patient-Doctor Relationships. For various reasons (some inherent in
managed care and some avoidable) a number of patient-doctor relationships were severed,
and this might affect continuity and qudity of care.  Some doctors decided not to join a
QUEST plan or, if they joined, wanted to sharply limit the number of QUEST patients.
Clients sometimes joined plans that did not include their regular doctors or dentists. It was
paticularly difficult to know which specidists were in which plans. The state required that
al members of a family be in the same MCO, s0 a mother might select a plan with her
children’s pediatrician but not her own gynecologist. Findly, clients often reported not being
assigned to the primary care providers they requested, even if the doctor participated in the
MCQO; the reasons for the lack of assignment were not aways clear.

3. General Communication Problems. Clients and providers aso reported general difficulty
in getting answersto initia operationd questions. Telephone and fax lines to Med-QUEST
offices or the MCQs were often busy and staff members often were unable to answer
questions. In conjunction with enrollment delays and disruption of patient-doctor
relationships, many clients and providers expressed frudtration with the initid confusion.
These problems appeared to have eased with time.  Systems problems meant that the sate
and the MCQs did not dways agree about who was covered and when. MCOs usudly
believed that their membership was larger than the state' s estimates.

As the program entered its second year, anumber of operationa changes were occurring, including
changes in digibility criteria, premium levels, and contracts with MCOs; these are discussed later in this
chapter

“Phase II” and possible federd budget cuts were two larger issues that affected QUEST. Phase 11
was the plan to extend QUEST managed care medical services to the elderly and disabled groups. As of
May 1995, DHS was consulting with @ number of groups to add the disabled and elderly to the managed

care system. This would require a demonstration amendment application to HCFA (not submitted as of
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April 1996) and probably be subject to state legislative review. Second, like al states in the nation, Hawaii

was concerned about the possibility of large cutbacks in federal Medicaid funds or conversion to block

grants. However, it was too early for the state to have specific plans on how programs might be modified.

C. PROGRAM FINANCING

The financid picture of QUEST has changed substantidly between initid gpplication and today.
Table IV. 1 illustrates the budget estimates contained in Hawaii's application. Key elements of the original
budget neutrdity assumption were: (1) without reform, annua per capita expenditures would rise
10.5 percent per year; (2) under the demonstration, through managed care, inflation would be 6 percent
per year; (3) children covered under SHIP were part of the baseline (without the demeastration) since they
could be covered under a “hypothetical” Section 1902(r)(2) expansion;? and (4) the ate's
disproportionate-share hospital program (part of the baseline) would end.” In the aggregate, the state
expected to keep federal payments about the same as before, but would reduce state expenditures by $429
millionin 5 years.

The budget neutrdity formula negotiated with the federa government was a “per-capitd’ formula.
The state will determine the number of QUEST enrollees who were digible under Medicaid rules, The
federa grant will be the number of regular Medicaid-eligible enrollees multiplied by the average per-capita
cost infisca year 1993, inflated by the actua changes in the Consumer Price Index for medical care for
Honolulu plus 4 percent. The inflation rate was based on historical trends in Hawaii. Compared with those

in other gtates, this was a generous budget neutrdity agreement.’

5The Generd Accounting Office (1995) has criticized the use of “hypotheticd” assumptions in
computing budget neutrdity for these programs. It believes these increase federal expenditures.

‘We were informed that hospitals often received disproportionate-share-related increases in the rates
paid by MCOs instead, under QUEST.

¥For example, Tennessee has a fixed budget cap, not based on the number of enrollees. Rhode Idand
aso had a per-capita formula but used a lower inflation rate.
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TABLE IV. ]

ORIGINAL QUEST BUDGET ESTIMATES
(Presented in Waiver Application of April 1993)

Jan 1994-  July 1994-  July 1995-  July 1996- July 1997- July 1998 5-Year

June 1994 June 1995  Junel996  Junel997 June 1998 Dec. 1998 Total
Baseline®
Unduplicated  Enrollees 152,700 159,570 166,770 174,310
Average Enrollees per Month 94,705 98,923 103,343 107,975 112,830 117,918
Average Monthly Cost per Enrollee

(in nomina dollars'month)
Total (including administration) $206.66 $228.29 $252.43 $279.39 $3095 1 $343.16
Expenditures (in millions of nominal
dollars)
AFDC-Related  Medicaid $66.5 $154.3 $179.1 $2078 $241.2 $140.0 $988.8
Genera  Assistance $37.6 $88.1 $103.4 $121.4 $142.7 $83.9 $577.2
SHIP $52 $11.4 $127 $14.1 $15.6 $8.7 $67.7
Administrative  Costs $8.2 $17.1 $17.9 $18.7 $19.6 $10.2 $91.6
Total Basdline Expenditures $117.4 $271 .0 $313.0 $362.0 $419.1 $2428  $1,7253
QUEST
Unduplicated Enrolless 151.400 159,540 168,180 177,340
Average Enrollees per Month 99,628 105,025 110,755 116,840 123,306 130.177
Average Monthly Cost per Enrollee
(in nomina dollars'month)

Medical Plan $105.14 $112.45 $120.26 $128.62 $137.55 $147.10
Dental Plan $9.32 $9.98 $10.68 $11.43 $12.23 $13.09
Total (including administration) $174.98 $169.43 $179.65 $190.56 $202.18 $214.59
Expenditures (ii millions of nominal
dollars) ’
Medica $62.8 $141.7 $159.8 $180.3 $203.5 $114.9 $863.2
Dental 856 512.6 S14.2 $16.0 $18.1 $10.2 $76.7
Mental Health $10.6 $239 526.8 $30.2 $33.9 $19.1 $144.5
Catastrophic $8.1 S17.7 $19.4 $21.2 $23.2 $12.7 $102.1
Administrative Costs $17.5 S17.7 $18.6 $19.5 $20.5 $10.7 $104.4
Tota QUEST Expenditures $104.6 $213.5 6238.8 $267.2 $299.2 $167.6 $1,290.8
Difference in Expenditures
Federa  Share ($9.0) (S2.9) ($0.2) $3.2 $7.6 $6.6 $5.4
State  Share $21.8 $60.3 $74.5 $91.6 $112.3 $68.6 $429.1
Total $12.8 £57.5 674.3 $94.8 $119.9 $75.2 $434 5

‘Basdline assumes that GA and SHIP children are eligible for federd match. under Ribicoff and 1902(r) rules.

AFDC = Aid to Families with Dependent Children; St 11I' -- State | fealth Insurance Plan.
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Table V.2 presents more recent budget estimates. Although we recaeived thisin April 1995, it was
dready clear that participation levels were out of date and underestimated. In both old and new budgets,
total 5-year basdine expenditures were $1.7 hillion, but the origind budget estimated QUEST
expenditures of $1.3 hillion versus expected cogts of $1.7 billion in the new budget. The net effect was
that there would be almost no savings (or extra cost) for the federal government or the State.

Both participation levels and expected cepitation payment levels were substantidly higher than
origindly expected. The gpplication budget assumed that average enrollment in state fiscal year 1995
would be 105,025 per month, but we were told in August 1994 that participation was estimated at
110,000 The April 1995 budget used an average level of 116,198, but the actua average enrollment was
about 13 7,000. In the original budget, the average QUEST cost per enrollee (including adminigtrative
costs) was $169.43 for state fiscal year 1995, but the April 1995 budget estimated costs of $204.42
(exduding adminigrative costs).’

These differences, plus the additiond costs of higher participation, have threatened the budget
neutrdity of the program. To the extent that higher caseloads are enrollees previousy covered by SHIP
or the GA adult programs, their costs must be offset by the savings on regular Medicaid enrollees.  The
date originaly expected to reduce its expenditures for the state share of Medicaid by a greet deal. The
more recent budget problems pose a consderable hazard for the state. In principle, the sate will be
responsible for all expenditures beyond the levels permitted under the budget neutrality agreement, As
of April 1996, budget neutrdity estimates for the program’s first year were not available.

As areault of these budget problems, the state changed policies twice to limit the size and cost of
QUEST, after the date of our vist. Firg, effective August 1995, the state increased the premium share

for those above the poverty levd and made other digibility changes. Effective April 1996, the state

*The average cost per enrollee included medical and dental capitation payments, reinsurance, and fee-
for-service clams.
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TABLE 1V.2

REVISED QUEST BUDGET ESTIMATES AS OF APRIL 1995
(Excluding Department of Human Services Administrative Costs)

August 1994-  auly 1995- July 1996- July 199-k July 1998 5Year
June 1995 June 1996 June 1997 June 1998 June 1999 Total

Baseline
Average Enrollees per Month

AIDC Adults 21.279 23.726 24,201 24,685 25,178

AFDC Children 47,777 53,271 54.337 55,424 56,532

GA Children 3,548 3,903 3,981 4,061 4,142

SHIP Children 13,479 13,854 14,131 14,414 14,702
Tota 86,083 94,754 96,649 98,582 100.554
Average Monthly Cost Per Enrollee (in
nominal dollars per month, based on 1993
costs) $233.58 $260.09 $289.61 $322.48 $359.09
Baseline Expenditures (in millions of
nominal dollars) $221.2 $295.7 $335.9 $381.5 $433.3 $1,667.6
QUEST
Average Enrollees per Month 116,198 123,428 121,593 123,378 124,776
Average Monthly Cost per Enrollee

(in nominal dollars per month) $204.42 $211.73 $227.06 $243.85 $261 46
Total QUEST Expenditures (in millions of

nominal  dollars) $261.3 $313.6 $3313 $361 .0 $391.5 $1,658.7
Difference in  Expenditures
Total (340.1) (8179 $4.6 $20.5 $8.9

‘Baseline assumes that GA and SHIP children arc eligible for federal match, under Ribicoff and 1902(r) rules.

$41.8

AFDC = Aid to Families with Dependent Children; GA = Generad Assistance; SHIP = State Hedth Insurance Plan.
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imposed an asset test for QUEST and required full premiums for those above poverty. A new program
was devel oped, QUEST-N€, to provide a more limited medical benefit to some of the people no longer

eligible for QUEST or Medicaid. These changes are described more in the following section.

D. ELIGIBILITY AND ENROLLMENT
1. Eligibility Policy

To be digible for QUEST, a person must be nondisabled, be under 65 years old, have income under
300 percent of the federd poverty guiddines, and not be covered under the insurance mandate of the
Prepaid Hedth Care Act.!®" There were no assets tests prior to April 1996.'2

Depending on one’'s perspective, QUEST provided either a margina or major expansion of digibility.
Since SHIP dready covered people up to 300 percent of poverty, QUEST covered relatively few people
not already covered by preexisting programs.  From the perspective of federdly funded Medicaid, the
QUEST expansion was quite large. Furthermore, in redity, SHIP caseloads were capped. Figure 1V. 1
summarizes digibility criteria among the three preexiging programs. Medicad dready had digibility
criteria that were generous by national standards. Those who voluntarily purchased private insurance (such
as the self-employed or dependents) made up one group that was digible for QUEST but not SHIP. In
the first year, a person could be digible for QUEST if he or she had voluntarily purchased private
insurance (Smultaneoudy or just before joining).

In the first year, those with incomes above 133 percent of poverty paid diding-scale premiums. At

the top end of the scale, the client pays dl of the premiums (see Table N.3). To reduce participation

""Because of cost-of-living differences, the federa poverty guiddines are about 15 percent higher in
Hawali than in the mainland.

“Thus, full-time workers who must be covered by their employer are not digible for QUEST, but
their dependents (who are not covered under the mandate) are eigible for it.

2This discussion focuses on digibility in the period before the major changes made in QUEST
effective April 1996.
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TABLE IV.3

PREMIUM SCHEDULE FOR QUEST FOR AN INDIVIDUAL FOR FIRST
YEAR AND THE NEW SCHEDULE, EFFECTIVE AUGUST 1995 *

Family Income as a Year | Year 1 Monthly Year | Monthly Aug. 1995-March 1996
Percent of Poverty Premium Share  Medical Premium Dental Premium Premium Share
(Percentage) ° (Percentage) (Dollars) (Dollars) ¢ (Percentage) ¢
100% or Less 0 $0.00 0.00 0
101to 133 0 0.00 0.00 10

134 to 145 5 854 0.85 15

146 to 155 7 11.95 119 20
156 to 165 10 17.08 170 25
166 to 175 12 2049 204 30
176 to 185 15 2561 255 40
186 to 19.5 17 29.03 2.89 50
196 to 200 20 34.15 340 50
201 to 205 20 34.15 340 100
206 to 225 30 51.23 510 100
226 to 240 40 68.30 6.80 100

241 to 260 60 102.46 10.20 100
261 to 285 80 136.61 13.60 100
286 to 300 100 170.76 17.00 ) 100

“The premium is the same for every family member, up to the fifth person.  For example, afour-member family would pay
four times these levels. Premiums for families with six or more members are capped at the five-person level. Poverty
dandards ae the federd poverty dandards for Hawai, which ac 15 percent higher than levdls for the manland. For 1993-
1994, 100 percent of poverty in Hawaii was $8,472 for one person and $14,808 for four persons.

*Except for pregnant women and infants under 1 year old up to 185 pecent of povety and othes who were categoricaly
digible for Medicad before QUEST, who do not pay premiums.

‘The actud premium levels depend on the MCO sdected and the idand. The dolla premium shown for the medicd plan
is based on the HMSA plan for Oahu, which is the most common plan. The dentd premium shown is based on the HMSA
dental premium, since HMSA is the most common dentad plan.

4The new rules were in effect Augus 1995 to March 1996. In addition, the sdf-employed must pay a lesst SO pecent of

the premium, unless they were eligible for AFDC [in whichcase there is no premium). Effective April 1996, people with
income above povety pad ful premiums.
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levels, beginning August 1995, those with incomes above 100 percent of poverty were required to pay
premiums, and full premiums began a 200 percent of poverty. The premium leves in Hawai are
relatively high: afamily of four with full premiumswould have medica premiums around $680 and dental
premiums about $65 per month. In Year 1, only asmall portion (about 5 percent) of the caseload paid
premiums, mogt participants were below 133 percent of poverty. However, the premium changes could
have a larger impact because a high proportion of the caseload was between 100 and 133 percent of
poverty.

Other digibility changes implemented August 1995 were:

1. Sdf-employed people were required to pay at least 50 percent of the premium. Eligibility
gaff believed that self-employed people sometimes hid income to get the lowest possible
premiums.

2. Children under age 21 are deemed to have income from parents available to them. Some
college students were declaring themselves as separate families with no income to get
QUEST benefits for free, instead of paying regular hedlth insurance premiums. This change
is desgned to keep middle-class families from dropping private hedth insurance for their
children, particularly college students.

3. QUEST s prohibited to any worker offered hedth insurance, not including dependent
children or spouses. "

Because of higher-than-expected participation and spending, and in response to alawsuit filed by a
disabled person, major changes were made in QUEST as of April 1996, with approval from HCFA. The
state hopes that these changes will greatly reduce participation and expenditures. In this report, we do not
focus on these changes but will examine them more closely in the 1996 site visit. The key changes include:

QUEST imposed an asset test of $2,000 for a single person, $3,000 for two people, and $250

for each additional person. Pregnant women and children born after September 30, 1983, are
exempt from the asset test.

BThe initid exclusion was for those covered under the employer mandate. Thus, a part-time worker
who was offered insurance by his employer was eligiblein Year 1 but would not be digiblein Year 2.
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. People with incomes above 100 percent of the federd poverty levd must pay the full
premium (the limit is above 185 percent of poverty for pregnant women and infants and 13 3
percent for children under age 6). Those with incomes below the poverty leve ill pay no
premiums.

¢+ People whose assets are too high for QUEST or who lose digibility for Medicaid (aged,
blind, and disabled people) may join a new program, QUEST-Net. Eligible people must have
incomes less than 300 percent of the poverty level. There is a more generous asset test
($5,000 for a family of one, $7,000 for a family of two, and $500 for every additiona person).
Those with incomes above 100 percent of the poverty level must pay the full premium, but
the QUEST-Net premiums should be less than haf of the QUEST ones. The QUEST-Net
benefit package for adults is much more limited: 10 inpatient days per year, 10 inpatient
physician visits, 12 outpatient medical visits, limited prescription drugs, and emergency room
vigits only for emergencies and emergency denta services. There are modest copayments.

. Paticipation in QUEST-Net is capped a 40,000 people.

2. Enrollment Trends

The dtate origindly anticipated that QUEST enrollment would be about the same sze as enrollment
in Medicaid, GA, and SHIP had been previoudy. As the program began, they expected an average
monthly casdoad of 110,000. AsFigure V.2 shows, enrollment quickly outstripped that projection and
continued to rise, reaching more than 150,000 by May 1995. '* QUEST dtaff believed that the growth was
particularly strong among those just above the poverty level, who were previoudy ineligible for Medicaid.
Although this demonstrates the popularity of the program, the growth also led to fiscal prBBIems, including
undermining federd budget neutrdity

The reasons for the higher-than-expected participation are unclear. A statewide economic downturn
IS one reason. Between federd fiscd years 1993 and 1994, participation in the Food Stamp Program rose

11.3 percent; levels rose another 8.7 percent from 1994 to 1995 (Food and Consumer Service 1996)."

"“For a number of reasons, including retroactive digibility determinations, enrollment counts in
QUEST are subject to fluctuations. We were d o told that MCOs and the state did not always agree on

participation levels.

‘Since Food Stamp participetion is relaively similar from year to year and across  states, its
participation levels are a quick approximation of changes in the poverty population. In contrast to Hawalii's
levels, nationd participation rose 1.8 percent from 1993 to 1994 and then fell 3.1 percent from 1994 to

1995.
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The unemployment rate rose from 4.2 to 6.1 percent from 1993 to 1994; final 1995 estimates are not
avallable yet, but provisiona monthly estimates have continued in the range of 6 percent (Bureau of Labor
Statigtics 1995). It seems likely that the state dso underestimated the number of uninsured peoplein the

state. Findly, it seems plausible that QUEST was better advertised or easier to join than SHIP.

3. Eligibility Operations

In addition to changing digibility criteria, the date changed the way digibility is determined. A
critica change isthat digibility determinations are now primarily the responsbility of Med-QUEST daff
and are largely separate from welfare digibility. If an individua applies for wdfare, the welfare Saff does
an initid QUEST digibility assessment, but find determination and sdection of the MCO s the
respongbility of Med-QUEST gaff. A nonpublic assstance case is entirdy the respongbility of Med-
QUEST daff The Med-Quest Divison had to hire new digibility workers to handle these new
respongbilities.  Much of the enrollment backlog at startup was attributed to an inadequate supply of
experienced staff members, caused by the changes in functiona responsibilities and by generd limits on
state hires. After the program began, two important changes were made: the state designated a specia
unit to expedite certification of pregnant women, and arrangements were being made for outstationed
eigibility workers at Federdly Qudified Hedth Centers (FQHCs) and hospitals.

Certification periods are usualy 1 year for nonpublic assistance cases. Welfare recipients are certified
for 6 months to a year, depending on their AFDC certification period. Although the state does not
guarantee a minimum period of enrollment, it tries to minimize churning due to brief adminidrative

terminations from AFDC.'¢ Even o, MCOs reported some problems with rapid turnover of cases.

1*Common reasons for AFDC termingtion are missing the digibility gppointment and lacking proper
documentation.  People who terminate for one of these reasons may reenter AFDC within a week or so,
after the problem is resolved. This adminigtretive “churning” of the casdoad causes problems for MCOs
that are told a case is dropped, then added again a few days later. Since the QUEST digibility criteria are
more generous than AFDC criteria, even the people dropped from AFDC are usudly dill digible for
QUEST.
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As mentioned before, delays occurred in processing gpplications. The gtate policy covered digible
people from the date of application, which is particularly important for people with urgent medical needs.
The state had planned for a 10-day “fee-for-service window,” intended to cover the 10 days during which
aperson selected an MCO."” Administrative delays meant that the gap prior to plan selection could be
lengthy, however, and delays after certification also occurred. Consumerstold usit often took a month or
two before they received their plan membership cards. To help fill the gap, DHS created a coupon system.
The coupons indicated that a person had a pending QUEST application and that DHS would reimburse
the claim for services rendered on a fee-for-service basis. The coupon system and fee-for-service window
were not well understood by enrollees or providers, often resulting in confusion at the beginning of a spell
on QUEST. Effective August 1995, the state changed this to clarify that the MCO is responsible only after
eligibility determination and will only be paid capitation payments for that period; fee-for-service will apply

before that time.

4. Enrollment Operations

An important new function for QUEST dligibility workersis enralling new participantsin an MCO.
After aperson is determined digible, that person must select an MCO for hisor her family. Each family
selects a first- and second-choice medical and denta MCO. (Two choices are required in case the first
plan is filled.) Ineach areaof the state, enrollees have a choice of at least two medica and two dental
MCOs.

Med-QUEST digibility staff members offer rdatively little education about how to select an MCO
or what is required in managed care. In the first mass enrollment, the state distributed brochures, but
personal counseling was not feasible. The state bars MCOs from door-to-door or smilar direct marketing.

Some marketing is done indirectly in providers offices (for example, through posters or availability of

"For example, if a person selected Kaiser on the tenth day, Kaiser was to be responsible for fee-for-
sarvice clams for the first through tenth days prior to selecting Kaiser.
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brochures about some plans). For new cases, some counsdling may occur as pat of digibility
determination; however, state rules require that any advice given by state staff be nonbiased, and Med-
QUEST staff members are prohibited from recommending a specific plan. They may suggest that people
choose the MCO in which their primary care doctor or dentist participates.

DHS auto-assigns people who do not select a plan within 10 days. The auto-assignment agorithm
favors the least expensive plans.” At the beginning, about one-third of enrollees were auto-assigned, by
April 1995, this had fallen to aout 10 percent. After medicd and dental MCOs are assigned, QUEST
clients receive new-member packages that include directories of primary care physicians or dentidts.
Clients must select primary care physicians or dentists within a certain period of time; otherwise, they are
automatically assigned by the plan. Typicdly, the auto-assgnments are providers available in or near the
same zip code as the client,

In addition to the initial selection, there is an annual open enrollment period during which people may
change plans. The first open enrollment season occurred during spring 1995, to be effective July 1995.
Only 2,000 people (less than 2 percent of the total) changed plans a that time. The very low rate of plan
switching could be interpreted as meaning that most QUEST enrollees were satified with their plans.*®

Some clients and physicians expressed the belief that the state or the MCOs could have done a better
job in advising clients about MCO choices or understanding the requirements of managed care.  Some
Medicaid programs assign more resources and make a more concerted effort toward consumer/patient
education. One state officia felt that the eligibility staff was too overburdened to provide much counseling;

its principa objective is processng the backlog of applications.

“Because of the bidding mechanism, MCO capitation rates vary a little. (This is discussed further
in Section F.) Since the QUEST premium structure is that a person of a given poverty level pays a certain
percent of premiums, enrollees who pay premiums pay different prices for different plans.

‘During the Y ear 2 open enrollment, the largest MCO, HM SA, was capped and not available asa
choice to most people. If HMSA had been available as achoice, it islikdly that more people would have
switched plans (dthough the percentage is not known).
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E. SERVICE COVERAGE

Hawaii’s Medicaid program prior to QUEST covered a comprehensive range of services, including
nearly dl of the alowable optiond services with few service limits. The range of services covered under
QUEST aso is broad and is based on the set of acute-care services offered under the fee-for-service
Medicaid program.® Long-term-care services are not part of QUEST and continue to be provided on a
fee-for-service basis under the remaining part of the Medicaid program. All medicd MCOs must provide
a least the standard benefit package: inpatient care, outpatient care, preventive services (including family-
planning services), pregnancy and materna care, emergency and ambulance services, nonphysician
services, prescription drugs, vision care, and basic behavioral health services.*"* In addition to the medical
services listed here, the state has encouraged (but not required) MCOs to offer a range of enabling
sarvices, including trandation, educeation, and outreach. Dental care is provided by separate capitated
dental MCQs.?

The most important difference in the benefits is for those previously participating in SHIP, which had
a limited benefit package for those in the fee-for-service plan. Upon enralling in QUEST, previous
Medicaid and GA beneficiaries did not experience a significant change in covered services, while previous

SHIP enrollees gained access to a far more comprehensive set of services.

YEffective April 1996, QUEST services were limited somewhat and the QUEST-Net program was
cregted. This section describes services before that date.

2'QUEST enrollees age 18 and under are covered for eye examinations every 12 months. Older
enrollees are limited to one eye examination every 24 months.

2MCOs may provide additiona services, if there is no extra charge to the state or beneficiary. For
example, during the second open enroliment period (held in May 1995), AlohaCare offered (with state and
federd approva) a gymnasium benefit, MCOs may aso limit certain benefits, such as use of name-brand
prescription drugs. For menta hedth counsding services, some MCOs have alowed providers to
determine the frequency and duration of vists on a case-by-case bas's, given an overdl service limit.

ZDental care for adultsis capped at $600 per year, not counting emergency or nonpreventive care.
There are no limits for children.
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A second sgnificant coverage change implemented in QUEST s the reduction of the retroactive
benefit coverage. Under QUEST, retroactive coverage is limited to 5 days before application for inpatient
or emergency care only. In contrast, standard Medicaid rules offered up to 3 months of retroactive benefits
for @l Medicaid-covered services.

A third modification to the predemonstration Medicaid benefit package relates to the creation of the
behaviord hedth service managed care plan for the serioudy mentdly ill.  While a range of basic mentd
hedlth services are available to adults and children with moderate mental hedlth problems, people with
severe mental disorders receive behaviora hedth services through separate capitated plans under
QUEST ™

Fourth, there may be some copayments under QUEST. Clients who pay premiums are o
responsible for modest copayments for drugs ($2 for generic drugs and $5 for other drugs), emergency
room use ($25 for nonurgent care and $5 for urgent care), and inpatient admission ($25 per admission).
Those who do not pay premiums do not have copayments.

Findly, inherent under managed care, patients use of services may be limited by requirements that
primary care physicians and/or MCQs authorize specialty care, hospital admission, or testing. Ingenerd,
providers in the MCQ’s network must provide care.  However, the plans could rﬁake contingency

arrangements for extremey specidized service needs.

F. MANAGED CARE PLANS AND CONTRACTING
This section first describes the characteristics of the MCOs in QUEST. Next it discusses them in the

context of prior managed care. Findly, it discusses the contracting process and the Sat€' srole.

%The definition of serious mentd illness does not include problems resulting from substance or
acohol abuse.
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1. Summary of MCOs

Five medicd MCOs--HMSA, Queen’s Hawaii Care, AlohaCare, Straub, and Kaiser Permanente--
submitted hids for the medical services portion of QUEST, and al were awarded contracts. Two dental
plans-HMSA-Dentdl and DentiCare (of Cdlifornia)--successfully bid to provide dental care for QUEST
enrollees. For behaviora health plans for adults, there was a joint bid from HMSA and Biodyne and a bid
from Psychiatric Management Services.” The state only intended to award one contract; HMSA-Biodyne
(together known as Community Care Systems) was the low bid. Tables 1V.4 and 1V.5 summarize the
characterigtics of the participating MCOs.

QUEST dimulated managed care within the state. One new medicd plan (AlohaCare) was formed
by the FQHCs, and DentiCare came to Hawaii through its QUEST bid. Queen’s, Straub, and HMSA
developed major new product lines and provider networks in response to QUEST. Other firms or
providers were contemplating development of managed care bids for QUEST in the future. As discussed
in the next section, many physcians were becoming involved in managed care for the firgt time through
QUEST.

All of the medical plans are capitated and use primary care physicians as gatekeepers. Three MCQOs
(HMSA, Queen's, and AlohaCare) use physician networks, and two (Kaiser and Straub) use group model
arrangements. All except Straub are nonprofit organizations.

HMSA (the sate Blue Cross/Blue Shidd plan) is the largest plan by far, with amost two-
thirds of total membership. HMSA aso has the largest total panel of participating physicians,
dthough (as seen in Table IV.5), it aso has the lowest ratio of physicians to enrollees. Before

QUEST, HMSA was the overall Medicaid state fiscd agent; it remainsin that capacity for
the remaining fee-for-service Medicaid program.

%The QUEST program contracted with health department providers to serve serioudy mentdly ill
children enrolled in QUEST.
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TABLE IV4

HAWAII QUEST DEMONSTRATION CHARACTERISTICS OF MEDICAL MANAGED CARE PLANS

Name

Plan Type--QUEST

Enroliment Caps

Contracts with FQHCs

Geographic Area

Aloha Care

Hawaii Medical Service

Association (HMSA)

Kaiser Permanente

Queen’s Health Systems

Straub

Not-for-profit
Serves only QUEST
Not-for-profit

Large insurance company with
many  product  lines

Not-for-profit

Group-model I IMO

Verticdly  integrated  systems
Has other product lines
Queen’s Hawaii Care
Not-for-profit

IPA

Vertically integrated systems
For-profit

Staff-model HMO

Veticdly  integrated  systems

None

DHS impossd cap a second
open enrollment (some
exceptions)

Pan capped emrdllment a
7,000 (soft cap)

None

Plan capped enrollment at
6,500

Yes, with al FQHCs

Yes

No

Yes

No

Oahu
Big Island--East/West
Kauai

Al Idands

Oahu
Big Island--East/West

All Idands  excent
Lanai

oahu
Lanai




TABLE IV.5

HAWAII QUEST DEMONSTRATION CHARACTERISTICS OF MEDICAL MANAGED CARE PLANS

Capitation Rates Total Number

¢TT

Overal Enrollment of  Phydcians Physicians per 1,000
Name Geographic  Area Yer 1 Year 2 (6/95) in Network Enrollees
AlohaCare Qahu $166.41 $164.50 20,624 240 PCPs 16 PCPs
Big Idand $169.70 $165.50 212 Specialists 14 Specialists
Kauai $160.00 $160.00
Hawaii Medical Service Oahu $170.76 $166.76 94,508 469 PCPs 6 PCPs
Association (HMSA) Big Idand $157.28 $157.28 826 Specialists 10 Specididts
Maui $157.28 $157.28
Kauali $157.28 $157.28
Molokai $157.28 $157.28
Lanai $154.28 $154.28
Kaiser Permanente oahu $171.61 $167.61 7,998 119 PCPs 16 PCPs
Big Idand na®  $157.18 92 Specidigts 13 Specidigts
Queen’s Health Systems oahu $15556 $157.56 26.436 208 PCPs 10 PCPs
Big Isand $144.82 $149.82 520  Specidists 25 Specialists
Maui $139.71 $142.71
Kauali $145.69 $148.69
Mol okai $136.07 $139.07
Straub oahu $171.00 $168.00 4,223 50 PCPs 16 PCPs
Lanai $154.65 $154.65 115 Specidists 37 Specidists
DentiCare Al Idands 46,697 69 PCDs 2PCDs
Adults $15.68 $16.00 9 Specididts .2 Specialists
Children ‘$8.29 $3.62
Hawaii Medical Service Al Idands 103,780 243 PCDs 3PCDs
Association (HMSA)--Dental Adults $17.00 $17.00 29 Specidists .3 Specialists
Children $8.73 $3.73

PCD = primary care dentist; PCP = primay cae physcian.

“Kaser Permanente has no Year | rate because it did not apply to offer services on the Big Idand that year.



. AlohaCare is an MCO formed specificadly to bid for QUEST; it is an dliance between
community heath centers and clinics, which form the core of primary care providers. The
Univeraty of Hawali medicd faculty are the core of specidids. Other doctors may aso
contract with the plan. As of mid-l 995, AlohaCare wasthird largest in QUEST enrollment.

. The Queen’'sHawaii Care plan was formed in response to QUEST by the Queen’s Hedth
Sysem, a loose, verticaly integrated organization that owns a mgor Honolulu hospital
(Queen's Medicad Center) and a number of clinics. The Queen's Hedth System has a
generous endowment to do charitable works.

. Kaser Permanente is a mgor presence in Hawaii and also operates its own hospitd in
Honolulu. It is part of the national organization and acts as a group modd HMO.

. Straub is primarily a large, for-profit, multispeciaty practice in Honolulu, which also operates
a hospitd and large clinic. In QUEST it operates as a group-modd HMO. This managed
care plan was formed for QUEST and is one of the few insurance products that it offers.
HMSA also operates a dental plan and the behavioral health plan. Many of its denta services are provided
through dentd dinics that it owns throughout the state. The find MCO is DentiCare, a Cdifornia-based
organization (a subsidiary of Foundation Hedlth Plan) that came to Hawaii explicitly to bid for QUEST,

and developed networks of dentists for QUEST.

2. Managed Care in Medicaid

The implementation of the QUEST program, with its emphasis on managed care, represented a
sgnificant departure from the conventiond, fee-for-service-based hedth care financing and ddivery
systems that dominated both the Medicaid program and the Hawaiian hedth care market in general. Prior
to QUEST, the Hawaii Medicaid program had limited experience with managed care. Medicaid enrollees
were permitted to enrall in amanaged care plan on avoluntary bass. At that time, Kaiser Permanente,
a staff-modd HMO, was the one managed care plan available to Medicaid enrollees. Most Medicaid
beneficiaries (about 95 percent) opted to use fee-for-service medica care. The SHIP program also used
the Kaisr Permanente plan for a portion of the enrollees, however, roughly 80 percent of SHIP
paticipants were enrolled in an indemnity plan. Overdl (mostly private) HMO membership in Hawaii was
23 percent, higher than the national average of 16 percent in 1992 (Group Hedth Association of America
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1993). Most managed care was concentrated in the group-model Kaiser Permanente HMO; Independent
Practice Association (IPA) or network-type managed care was uncommon before QUEST,

The QUEST program initiated widespread use of managed care to emphasize preventive and primary
care and control inflation. Under the demonstration, all acute medical and dental care services are provided
under capitated payment arrangements with MCOs, which were sdected using a managed competition
model.* At aminimum, al plans are required to employ a “gatekegper” modd of managed care.  The
primary care physician must authorize most specidty care, laboratory tests, and hospitd admissions,
sometimes the MCO must also authorize care. The specidigt, laboratory, or hospital to which the patient
isreferred usualy must be part of the MCO’s contracted network.

Managed care in QUEST was not highly regimented; for example, most of the care was provided in
network plans and the MCOs did not use extensive practice guidelines. However, QUEST appears to be
serving as a significant stimulus to the evolving managed care market in Hawaii. Both the hedlth insurance
companies and providers are gaining the experience and devel oping the systems needed to successfully
operate in a managed care setting. For ingtance, many physicians and dentists have been exposed to
primary care gatekeeper roles and referra processes for the first time. In addition, as aresult of QUEST,
anew MCO (AlohaCare) and an out-of-state managed care plan (DentiCare) have“\.entered the hedlth
insurance market. Existing hedth insurers developed sgnificant new managed care product lines in
response to QUEST. Some of these companies hope to use the managed care experience gained from the

QUEST program as a basis for competing in the managed care market outside of QUEST. It seemed

*That is, plans were sdected through competitive bidding, with the terms of the competition and
selection limited by state-established rules. For example, the state established rules on benefits, marketing,
and risk adjustment.
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likely that, if bidding were opened in 1995, at least two more MCOs would be willing to bid for QUEST

business because of the enhanced visibility of managed care in the state.”’

3. QUEST Contract and Policy Management
a. The Bidding Process

For the first contracting period, the procurement process that DHS used in selecting MCOs to serve
the QUEST population essentidly followed standard competitive bidding procedures.®® Three separate
requests for proposals (RFPs) were issued by DHS for medica services, denta care, and the behaviord
hedlth carve-out for the seriously mentally ill. The RFP for medica services was issued in August 1993
In the following months, medical and dental MCOs submitted proposdls, including estimated capitation
rates, DHS (with assistance from consultants) then evauated the proposa's and negotiated with plans. It
awarded contracts in April 1 994.%

The state did not restrict the bidding process to certain types of MCOs or to in-state plans, dthough
there were some basic structura and financiad solvency requirements. State certification was not an issue
in Hawalii, because the state does not regulate health insurance companies. The state dso received a
waiver of the “75-25" rule that prohibits MCOs participating in the standard Medicaid program from
having a greater than three-to-one ratio of Medicaid or Medicare to private enrollees; as a result, under

QUEST, MCOs were no longer required to have aminimum level of commercid clients.

7 According to interviews with hospitd staff, Kepiolani Medical Center planned to develop its own
MCO and enter the next round of bidding. The Hawaii Dental Service, an insurer offering both medical
and denta insurance, was adso contemplating bidding in the upcoming contracting period.

2The origind contract period for medicd, dentd, and behaviora hedth plans was gpproximately
2 years. The state recently extended the contract period another year (through June 1997), to have the next
round of negotiaions coincide with the planned startup of QUEST Phase 1l--the expansion of the QUEST
program to Supplementa-Security-Income-related Medicaid populations. However, just asit did this year,
the state may renegotiate certain aspects of the contracts prior to their expiration.

»An RFP process was aso held for the reinsurance plan, which was awarded to Anthem.
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The state was divided into regions; except for the Big Idand (which was divided into east and west
sdes), these regions corresponded with an idand. Plans bid to provide services in each region, with
Separate capitation rates. Plans were dso alowed to limit the number of QUEST recipients that they
wished to serve. Dental plans and menta health plans were required to bid for the entire state. The RFPs
did not regulate contracts between bidding organizations and any subcontracts they executed. Thus, the
date was not involved in negotiations between MCOs and providers (such as hospitals, hedlth centers,
pharmacies, and physicians). MCOs were encouraged to contract with FQHCs but could opt out if they

could demonstrate that they had adequate capacity to care for patients without the FQHCs.

b. Actuarial Analyses

To assst MCOs in estimating capitation rate bids, DHS provided bidders with historical (1993)
utilization and demographic data on the Medicaid, GA, and SHIP populations. The MCOs were instructed
to incorporate copayments and reinsurance arrangements in setting their rates. DHS aso provided bidders
with case mix risk adjusters used by the state's actuaries in estimating a range of acceptable rates. These
risk adjusters--multipliers used to gauge the relative costs of different groups of participants--varied by
age, sex, and bass of digibility (AFDC, GA, Foster Child, or SHIP). Actuarid data suggested that GA
enrolless in Medicaid had been the least hedlthy group of Medicaid enrollees and dso had incurred the

highest costs. Medicaid enrollees appeared to be dightly more expensive than SHIP enrollees.

¢ Negotiations

Before entering into negotiations with an MCO, the state first screened each plan’s proposa for three
criteria (1) adminigtrative capacity, (2) fiscd dability, and (3) qudity of care (for example, sufficient
provider networks, quaity assurance teams, medicd director). All five medica MCOs, the two denta
managed care plans, and two behavioral heath plans satisfied the criteria and proceeded to negotiate with

the state.
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The primary point of discussion concerned the differencesin the assumptions used by the state and
by each MCO to develop capitation rates. Initialy, al of the medical plans proposed capitation rates above
$200 per member per month for theidand of Oahu.  This rate was considerably higher than the sate's
maximum acceptable rate per member, per month for Oahu resdents.  After initid negotiations, the
medical plans capitation rates ranged from $156 to $176.%°

Although the mgor point of discusson during negotiations was the capitation rate, the sate and
MCOs also negotiated on other contract terms. For example, because the AlohaCare plan was formed in
response to QUEST and consequently (unlike the other MCQs) had no private-sector business, the state
made an exception in its performance bond requirement and allowed AlohaCare to secure a bond worth

1 month (instead of 2 months) of capitation payments.

d. Changes for Year 2

Two important changes transpired as the state moved into its second year. Firdt, the state (with
acquiescence from HCFA) decided to cap enrollment for the largest MCO, HMSA, during the open
enrollment period. This was intended to ensure that the other plans had enough membership to stay viable
and competitive. Second, it was expected that capitation rates for MCOQOs would be automatically increased
in the second year, with the increase pegged to the Consumer Price Index. Instead, the State decided to
renegotiate capitation rates with MCOs, because of state budget restraints and because state analyss of
MCO financid reports indicated that participating plans were faring well financidly. The resulting Year
2 rates typically decreased capitation rates by $2 to $4 in Oahu, the magjor population center. For example,

HMSA’s rate dropped from $171 per month in Year 1 to $167 amonth in Year 2. The Queen's rate,

¥These rates were bid assuming an average didtribution of risk among clients. However, the actud
rates paid by the sate are modified on the basis of risk adjustment multipliers based on the case mix for
each plan’s enrollees. The multipliers are based on the age, sex, and basis of digibility (AFDC, GA,
Foster Child, and SHIP). The multipliers are based on prior fee-for-service differences in the cost of
serving different types of people. In generd, GA clients are more expensive.
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previoudy the lowest, was increased slightly.® All but the lowest-paid plan reduced rates dightly. A

smilar renegotiation process was held for the two denta plans.

e. Quality Assurance/lmprovement

Since there are no generd dtate licenang laws for HMOs, the respongbility for regulating QUEST
plans fals primarily on DHS. Under QUEST, the date plans to continually monitor MCQs’ performance
through mandatory MCQ reports to DHS, on-site management reviews of MCOs by DHS dtaff, quality-of-
care audits by an external quality review contractor, consumer surveys, and analysis of internal state data.
Under the direction of the QUEST medicd director, the state is developing standards on the basis of
encounter data and HEDIS reports that will be used to monitor care.  The state is in the process of

developing the new system to monitor the qudity of care provided by MCOs.

G. PROVIDER RELATIONS AND PARTICIPATION
1. Physcians
a. General Views

Prior to the implementation of QUEST, managed care primarily meant Kaiser Permanente, network-
syle care was uncommon. QUEST often was the first exposure of many independent doctors to
gatekeeper roles or limited networks. Many physicians have serious misgivings about QUEST, but many
of these are concerns about managed care, for which QUEST is seen as the harbinger. A physician survey

conducted on behdf of the Hawaii Medicd Association indicated that a mgority of respondents were

*'The most recent contract modifications also appear to have resulted in the Kaiser Permanente plan
becoming available on the Big Idand. Originaly, Kaiser had bid only for Oahu and had been participating
asaprimary care provider through the Queen’s Hawaii Care plan on the Big Idand.
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unhappy with QUEST (Budde 1995). Some of the concerns expressed by physicians or physician
organizations, mentioned in interviews and a focus group, include:*
Perhaps the greatest concern was that managed care involved more hasdes. Physicians
believed that they faced more adminidrative bariers but were not receving extra
compensation for the additional costs of practice.
. Phyddans often lo many preexising paients, while ganing many new paients, this
disrupted doctor-patient relationships. They viewed the patient assgnment process as
haphazard.

It was often difficult to communicate with the MCOs, particularly in the beginning when
physicians had the most operationd questions.

QUEST enrollees were not recelving an orientation to managed care and the gatekeeper
concept; thus, they often continued nonurgent use of the emergency room.

Statewide, there were concerns about whether MCQs had enough of certain specidties or
subspecidties, such as neurologists or pediatric endocrinologists.

Many felt there were not enough primary care physicians or even basic specidids (for
example, generd surgeons) in the rura area (Kona).
In Spite of these concerns, physicians normally stated that they had not substantially changed the way they

practiced medicine (except for changes in authorization processes).

b. Participation

An important difference between Hawaii and Tennessee and Rhode Idand was how physicians
contracted with the MCOs. In Hawaii, contracting with a QUEST MCO was completely voluntary (except
for staff physciansin saff-mode HMOs or certain clinics that joined QUEST on an inditutiona basis);
agreement to serve QUEST patients was independent of trestment of commercid patients for the same

company. By contragt, in both Tennessee and Rhode Idand, physicians in some existing networks were

32 focus group of QUEST primary care physicians practicing in Honolulu was conducted to gain a
better understanding of physicians' reactions to QUEST and to managed care. For a detailed description
of the focus group meeting, see Appendix C.
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required to accept demondtration participants. We were informed that some doctors who used to treat
Medicaid patients did not sign QUEST contracts. This difference increases the importance of determining
if enough doctors joined the QUEST MCOs.

At this stage of the project, we do not have definitive data to compare physician participation levels
in Medicaid and in QUEST. Such an andysis would require analyses of provider files, clams and
encounter data, or survey data However, our impresson is that, at the time of our analyss, somewhat
fewer physicians contracted with QUEST plans than participated in the predemonstration Medicaid. It
seems plausible that many of those who did not contract provided little Medicaid care, so that it is not
possible to say if this had much of an impact on access to medica services.

Since MCOs use a limited pand of providers, it is useful to measure whether enough doctors
participate. A rough assessment of the adequacy of physician participation was possible using provider
ligs that the MCOs supplied. Table 1V.6 presents data on the number of physicians participating in
QUEST plans, unduplicated across plans. ¥ The dataindicate that between 46 and 55 percent of primary

care physicians and 81 percent of specidists in Hawaii participate in a least one QUEST plan.*

¥The accuracy of these estimates depends on the reliability of the provider lists. Our estimates would
be inaccurate if these lists include physicians who have contracted with, but do not actudly see, QUEST
patients, or if other physicians have contracted with the MCOs since the lists were produced. We
estimated the number of unduplicated physicians who participate in multiple MCOs or in multiple practice
arangements. Primary care physcians include those in generd and family practice, internd medicine,
pediatrics, and obstetrics/gynecology. The definition of a primary care physician may vary across MCOs.
Some physcians may sarve as both primary care physcians and specidists (for example,
obstetriciang/gynecologists). The estimation process involved sampling physcians from each plan and
counting duplication with other plans. Since the estimation process was based on sampling, the
unduplicated counts are not exact, but they should be reasonably close.

%*The denominators for physicians come from data from the 1993 American Medica Association
magter file, based on the number of patient care doctors (American Medica Association 1993). For
primary care physcians, we include family and generd practitioners, internists, pediatricians, and
obstetricians/gynecologists;  specidists are dl other physicians  Because some internists and
obstetricians/gynecologists are only available as specididts, the percentage of participating primary care
physicians may be somewhat underestimated and the percent of participating specidists overestimated.
For primary care physicians, we use two denominators: the total number of patient care primary care
physicians (as defined above) and the number of office-based (that is, not hospital-based) primary care
physicians. For specialists, we use the total number of patient care physicians, regardiess of practice site.
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TABLE IV.6

PHYSICIAN PARTICIPATION RATES IN QUEST

Primary Care Physicians

Total unduplicated primary care physicians in QUEST 560
Primary care physicians per 1,000 enrollees 36
Totd paient cae primay cae physcians in date (1993) 1,220
Pdient cae primay cae physcians paticipaing in QUEST 46%
Totd officebesed patient cae primary cae physcians in date
(1993) 1,011
Office-based primary care physicians participating in QUEST 55%
Specialists

Totd unduplicated specidists i QUEST 1,070
Specialists per 1,000 enrollees 7.0
Totd patient cae specidits in dtate  (1993) 1313

Petient ialist

UEST B 81%

Primary Care Physicians

Totd unduplicated primary care physicians in QUEST 8l

Pimay cae physcians per 1000 enrolless 22
Specialists

Totd unduplicated specidists i QUEST 115

Specialists per 1,000 enrollees 5.9

NOTES: The number of physcians is based on liss of avalable physcians provided by MCQs. Enrollment is based
on June 1995 QUEST participation.
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Expressed differently, there were 3.6 primary care physicians and 7.0 specidists per 1,000 QUEST
enrollees (based on June 1995 enrollment). On the Big Idand (the rurd area we visted), there are
relatively fewer physicians: the ratio of primary care physicians per 1,000 QUEST enrollees was 2.2, and
the ratio of speciaists was 5.9.

To the best of our knowledge, there are no clear standards for the minimum level of physician
participation in programs such as QUEST. The HCFA review guide used to review Section 1115
applications suggests that a minimal standard used in Section 1915(b) programs is 1,200 to 1,500 clients
per physician (Hedth Care Financing Administration 1995a). Under this standard, QUEST had an ample
supply of doctors in QUEST statewide, as well as on the Big Iland. However, numerous sources reported
problems of insufficient physician participation on the Big Idand. For network-type MCQs in which
physicians see amix of QUEST (or Medicaid) and other patients, we believe amore redistic Sandard is
1 primary care physician per 400 to 600 enrollees, or 1.7 to 2.5 primary care physicians per 1,000
enrollees.” By this sandard, QUEST had enough primary care physicians statewide, but primary care
physicians were somewhat low on the Big Island. Physcian-to-enrollee ratios are not the best method of
measuring adequacy of physcian participaion; average gppointment waits or travel time are better
measures, but these data are not yet available.

In general, our discussions with doctors and enrollees did not indicate widespread access problems,
athough respondents mentioned problems in the rurd areawe visited and statewide problems for some
specidties or subspecidties (for example, neurologists). The data shown here are consstent with the

perception of broad adequacy and shortfalls in some geographic areas. Some of these problems may adso

¥ A common gtaffing standard for primary care physiciansin HMOs is 1 primary care physician for
every 2,000 members (Did et d. 1995). However, in networks, participating physicians generdly limit
the proportion of total patients from one plan or from Medicaid. If we assume that an average primary care
physician will take 20 to 30 percent of his or her tota patient caseload from Medicad, then thisyiddsa
ratio of 1 primary care physician to 400 to 600 Medicad/QUEST enrollees. MCOs whose physcians
serve a higher proportion of Medicaid clients (for example, MCOs relying on community hedth centers)
would need fewer doctors per 1,000 Medicad/QUEST enrollees.
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have occurred in predemonstration fee-for-service Medicaid, so it is not possible to say whether access has

changed because of the conversion to managed care.

c. Payment Methods and Levels

Prior to QUEST, the state's 1993 Medicaid physician payment rates were 86 percent of the 1993
national average (Norton 19953). The physician payment rates did not change dragticdly with the
implementation of QUEST. In generd, physcians did not sate that the level of reimbursement under
QUEST was a disincentive to participate in and of itself Instead, reimbursement rates were viewed as too
low because of the additiond adminigtrative duties required under managed care.

The five medical managed care plans maintain numerous payment arrangements with their physicians.
Kaiser and Straub, the two closed-panel HMOs, primarily use salaried physicians. We did obtain a broad
picture of how the three network plans (HMSA, Queens, and AlohaCare) paid physicians, athough it was
not possible to identify actud payment rates** HMSA, the largest network, offered primary care
physicians a choice of being paid through fee-for-service (at Medicaid rates), capitation, or a mixed method
(fee-for-service within a predetermined budget). About a third of the physicians and two-thirds of the
dentists had capitated arrangements with HMSA; the plan hoped that these proportions would increase
over time. In many cases, capitated physcians were members of group practices that could spread the
risks further. Queens, the second largest plan, reported that about three-quarters of its primary care
physicians were capitated, while the rest received fee-for-service payments that were about five percent
above the old Medicaid rate. AlohaCare supposedly had the most generous physician payment levels. The

system of risk-based capitation was rdatively complex. Primary care physicians were capitated for

3%We asked each of the five medicd MCOs to complete a short, confidentia questionnaire that
described payment methods and rates, but only two plans agreed to do o, In generd, MCOs viewed
payment methods and rates as proprietary data that they were unwilling to divulge. Like many state
Medicaid agencies, DHS viewed payment methods and rates as internd management decisions of their
contractors.
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primary care services but participated in shared risk pools for payments to specidigs, hospitals, and
ancillary sarvices. Since many of Aloha&€'s primary care physicians come from FQHCs, the health
centers accepted the capitation rates and assumed the related risks. AlohaCare's physician fee schedule
was based on the Resource-Based Réative Value Scde. Our impresson was that specidists were

typicdly paid on afee-for-service bassin dl three network MCQOs.

2. Hospitals
a. General Views

The hospitals were relatively neutra about QUEST. Our meetings with hospital representatives and
associaions in April and May suggested that the hospitals had adopted a “wan and see” gpproach to
QUEST. A few minor complaints about initid implementation problems and reimbursement delays were
voiced. Generaly, our impression was that there had not been enough time for hospitals to assess whether
or not Medicaid-related patient volume or revenues had declined. Since the program began in
August 1994, the hospitals had accumulated little data on the impact of QUEST, because hospital claims
are often processed months after services have been rendered. At the very least, they were not aware of
dramatic changes in inpatient volume or emergency room use or of any hospitals being severely affected
by QUEST.

The unique nature of Hawaii’ s hospita market also may have contributed to the hospitas relatively
cooperdtive attitude concerning QUEST. There are no for-profit hospitas in the state; dl hospitals are
either state-owned or nonprofit. In Oahu, the nonprofit hospitals are dominant, and state hospitals provide
speciaized care (such as rehabilitation services). On the neighbor idands, state-owned hospitals are often
the mgjor community hospitals and figure more prominently than on Oahu. Unlike in most sates, there
is little excess bed capacity in Hawalian hospitds, the occupancy rate is 83 percent, compared with
69 percent for the nation (American Hospital Association 1993). Through planning and/or consensus,
different hospitals have developed expertise in different areas: Kapiolani is known as the maternity and
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children’s hospital, Queen's Medical Center specidizes in trauma cases, Straub is the bum center, and St.

Francis specidizes in organ trangplants.

b. Participation

Neither hospitals nor MCOs seemed to be discriminating in executing contracts, most hospitals were
participating in most QUEST provider networks. The exceptions were the closed-pane HMOs, Kaiser
Permanente and Straub; the Kaiser hospital accepts only QUEST enrollees participating with Kaiser, and
Straub largely limited its hospital to Straub/QUEST enrollees. As the prominent bum center, Straub
Hospital would see QUEST patients from other plans, under appropriate circumstances. Each MCO dso
recognizes the possihility that, if speciaized services are needed, patients might be flown from a neighbor
idand to Oahu or to amainland hospital for care.

According to some interviewees, MCOs (at least in the prdiminary stages of QUEST's
implementation) did not want to contract selectively with hospitas or to upset established physician-
hospital relaionships. Thus, there was relatively little steering toward low-cost hospitds, dthough thisis

a standard means of saving money in managed care.

c. Payment Methods and Levels

Hospitals reported that payment rates were smilar to those under the predemonstration Medicad
program and that they had established a variety of payment arrangements with MCOs. Hospitals
negotiating experiences varied (depending on the type of hospitd), athough most hospitals felt they had
little negotiating power over payment rates. The Department of Hedth (DoH) negotiated jointly for all
date hospitals. Some dae hospitals might have benefited by leveraging their postions as the only
hospitals on a particular island to get higher payment rates, however, the DoH approach did not alow for

this.
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It was not clear whether the discontinuation of the disproportionate-share hospital program (and the
related provider tax) caused financial problems for hospitals. One large hospital noted thet, in negotiating
payment rates with MCOs, it Smply incorporated existing disproportionate-share funds into the per-diem
rates under QUEST.

Payment mechanisms also varied across hospitals. For ingtance, the dominant QUEST medicad MCO,
HMSA, continued to pay hospitas (plus ancillaries) on a per-diem bas's, while AlohaCare and Queen's
Hawaii Care paid al-inclusive per diems. Some hospitals entered into new financia and risk-sharing
arrangements. AlohaCare included hogpitals in the risk pool for hospitd services, so that hospitals (in

conjunction with physicians) could gain from lower hospita codts.

3.  Federally Qualified Health Centers and Public Health Services

Asin other states, FQHCs in Hawaii were concerned that MCQs would not always include heglth
centers as providers and that their new payment rates would be less than cost-reimbursement assured by
FQHC legidation.?” To ded with the first problem, they formed their own MCO, AlohaCare, which
includes health center directors on the board of directors. In addition, both HMSA and Queen’s contracted
with most FQHCs in the state. Nonetheless, the FQHCs (one large center in particular) ‘received less under
QUEST than under cost-reimbursement. The State had agreed, in principle, to make up the difference; at
the time of our visit, however, it had not been able to secure dl the funds. A third issue for FQHCs was
whether the state would pay for outstationed QUEST dligibility workers to help enroll eligible people who
come to the health center for service. The state planned to issue a contract to pay for this service.

Public hedth providers had adightly different set of concerns centered around who was responsible

for providing certain services and who would pay. DoH provides or underwrites early intervention services

3Essentially, Medicaid law entitles hedlth centers designated as FQHCs to receive payments on the
basis of the actud cost of providing services. Although the Section 1115 terms waived the requirement
that FQHCs be reimbursed on a cost basis, there was interest in trying to support the FQHCs.
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for children at risk, mental health services for seriousy emotionally disturbed children, and heath services

for developmentaly disabled children. DoH higtoricaly billed Medicaid for dl services rendered to
Medicad enrollees; they were not dways in MCO provider pands, however, and the MCOs did not

necessaxrily believe that certain benefits were in their scope of service. This led to confuson and to
antagonism between the MCOs and DoH. For instance, MCOs referred a number of speech and physica
therapy cases among QUEST patients to DoH providers, expecting that DoH funds would pay for care.
The DoH providers felt they should be compensated by the MCOs. They aso worried that the MCQs did
not have the right specidids in their panels. At the time of our interviews, the medicd and financid
responsibility for caring for providing services traditionaly rendered by DoH was being negotiated.

At abroader level, both FQHCs and public hedlth providers worried that managed care threatened
the viability of their services, which they had built up over years asthe traditiona providers of hedth care
to the uninsured and low-income populations. In addition, they worried that private physicians might not
be as wdll suited to the needs of disadvantaged populations, so that their target populations might be
jeopardized. DHS was trying to be attentive to their needs, but more time will be needed to assess the

impact for these providers.

H. CONSUMER VIEWS

To leam about participants experiences with the program, we convened three focus groups: (1) an
urban group of genera QUEST clients and uninsured low-income people in Honolulu, (2) a group of
QUEST clients with chronic hedlth problems, and (3) arurd low-income QUEST and uninsured group.
Appendix D provides a more complete summary. We spoke with 23 people 18 QUEST dlients, 2 former

QUEST clients, and 3 uninsured people.® Ten were members of the chronicaly ill group, dthough a few

#There was a surprising level of diversity in insurance patterns within the households of respondents.
Many QUEST households aso include privately insured or uninsured people. For example, a child might
be on QUEST, while the mother is uninsured and the father privatdy insured.
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people in other groups had chronic problems.* The focus group discussons, dthough illuminating, should
not be interpreted as representing a statistically valid cross-section of QUEST clients or other low-income
people.

Two general observations can be made. First, most focus group respondents said they were relatively
satisfied with the medica care they received in QUEST (that is, the care provided by contracted doctors
or nurses). They were dightly less stisfied with the MCOs and the adminigtrative features of QUEST,
athough most were satisfied or somewhat satisfied.  Second, the chronicaly ill group was less satisfied
with medical care and adminisirative features than the low-income groups. The chronicdly ill were more
concerned about reduced access to specidists or emergency care. Furthermore, since they use more
medica care, they were more likely to encounter adminigrative problems (such as problems getting

referras).

1. Adminigrative Problems

Many of the complaints concerned the adminigtrative procedures of Med-Quest Divison or the
MCOs. Some mentioned the delays in getting digibility appointments or in getting ther MCO
membership cards. After enrollment, many fet that they were not given much education or counsding
about how to select an MCO or what managed care entailed. While many had no problems, many others
were puzzled or frustrated by the administrative changes and procedures.

On the pogtive Sde, respondents usudly mentioned that the Med-QUEST daff members were
friendly and supportive, even though they sometimes did not have answers to questions. (In contrast, we

have typicaly found that welfare recipients fed that their casaworkers are rude or disrespectful to them.)

¥The group with chronic health problems was selected to include people with asthma, diabetes, or
mentd illness, as well as parents of children with developmentd disabilities.
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2. Sdetion of Providers

A common complaint in the focus groups was that people lost their previous doctors or dentists. In
some cases, this was because their previous provider was not in the MCO they joined; in other cases, a
person who had the right plan and requested that provider was assigned to someone else anyway. While
many did not have strong provider preferences, others were upset thet they lost their familiar doctor or
dentist. Three respondents mentioned that they went to their out-of-plan providers at least once and paid
out of pocket because they preferred their previous provider to their assigned doctor or dentist.

One extreme case was a woman who was admitted for surgery the day before her QUEST policy went
into effect and found that she had a different set of doctors assigned on the day of surgery. Although she

did not have complaints about the quality of care the doctors provided, she found this change disconcerting.

3. Other Medical Issues

A few people mentioned that they encountered difficulties getting the care they wanted because of
perceived barriers in the system of gatekeepers and authorizations.*® For example, one woman had
difficulties getting her Norplant (& contraceptive implant) removed, although she was experiencing side
effects. Another woman's primary care physician was unwilling to refer her for an X'ray or to a speciaist,
S0 she paid $300 out of pocket for an X ray that proved to her primary care physician that she required
specialized care. Others, however, reported that they were very satisfied with the care they received. One
woman with chronic health problems was satisfied with her care, but was upset that now, for the first time,
she had copayments for her medications. While she continued to get the drugs, she had to pay part of the

cost.

“Wwe were not able to verify the circumstances of any of the problems mentioned in the groups. Itis
possible that some reports were exaggerated or that extenuating circumstances sometimes were not
mentioned.
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Parents of children with developmenta disabilities expressed grave concerns about the prospect of
requiring managed care for the disabled, as QUEST Phase Il would require. They wereworried that the

network of specidized providers would not be available or that the plans would try to limit services.

1. OTHER VIEWS

We also met with a few advocates and some key legisiators in the state. Compared with other states,
there has been relatively little advocacy involvement in QUEST. The main advocacy issues that we heard
concerned tension between the QUEST MCOs and some of the state-funded public hedlth services
programs. (This is discussed further in Section G.)

The legidators we met were generaly supportive of QUEST. They mentioned that, dthough the
overal state budget required a 4 percent cut, QUEST and Medicaid were till popular and had been spared
cuts. In contrast, many hedlth programs operated by DoH were losing funds. They were aware of some
complaints about QUEST, particularly from physicians, and hoped that the state would be cautious in

deciding whether to implement Phase Il of QUEST and how to do so.

J. DATA ISSUES

Some of the implementation problems mentioned previoudy were related to problems with data
systems. Some delays and errorsin enrollment probably were caused by problemsin usng HAWT and
may be aleviated with the completion of a dedicated QUEST system. It was particularly problematic that
the state and the MCOs did not agree about how many people were covered. The state hired a data
processing contractor, Unisys, to develop improved data systems, including enrollment and encounter data
for QUEST.

The gate required that MCQOs submit encounter data in lieu of clams daa Most of the MCOs
reported that this was not much of a difficulty, snce they were collecting clamstype data Kaiser

Permanente required greater efforts, Snce these are not part of their normal system. Initialy, DoH was
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responsible for collecting and processing encounter data, but this was later transferred to Unisys.  Staff
members & DHS and DoH have been helpful in providing access to QUEST encounter and SHIP claims
data, athough it is till to early to assess the quaity or completeness of these data.

At least in principle, it could be feasible to collect prior Medicaid and GA data through the state’'s
Medicaid Management Information System data system and get SHIP data for the people served by

HMSA on a fee-for-service basis. There are, however, some questions about the quality of the SHIP data.

K. LESSONS LEARNED

Despite its limited experience with managed care, DHS was able to successfully contract with five
medical, two dental, and one behaviora hedth MCOs and Start operations within 1 year after HCFA
goprova, QUEST simulated the managed care market in Hawaii in abroader fashion: one new medica
MCO began, and one dental MCO came to the state to participate in QUEST. Most QUEST participants
are served by newly developed networks; staff-model HMOs cover a small share of the casdoad.
Although the Kai ser Permanente HMO was amgjor presence in the state, managed care networks were
unusud in the private market.

Implementation was not completely trouble free, however. Most important, QUEST participation
exceeded projected levels, causing budgetary problems for the state. Higher-than-expected demand,
shortages of experienced staff, and other problems led to months-long backlogs in application processing,
delaying coverage and creating confusion. While managed care usualy means that some patients must
change doctors, the disorder of startup meant that some doctor-patient relationships were unnecessarily
severed.

Many physicians are unhappy with QUEST, partly because it is viewed as a harbinger of broader
managed care efforts. They fed that QUEST requires greater adminidtrative efforts without more
compensation. The extent to which physicians are capitated or partidly capitated varies from plan to plan,
but payment rates were typicaly based on prior Medicaid reimbursement rates. Hospitals were reserving
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judgment until more experience had accumulated but had no serious complaints so far. FQHCs and public
hedlth providers felt threatened by the MCOs, but the state was trying to resolve some of the conflicts.

In three focus groups, program participants generdly said that they were satisfied with the medica
care they received, athough they had some administrative complaints about QUEST or MCO operations
(such as ddays or confusion). People with chronic hedth problems were less satisfied with their medical
care and with QUEST, however. Both clients and providers mentioned that the state did not provide much
counseling to help select MCOs or to understand the rules of managed care.  On the other hand, two signs
show QUEST’ s popularity with consumers: (1) the higher-than-expected participation levels, and (2) the
fact that, during the open enrollment period a the end of Year 1, less than 2 percent of the caseload elected
to change MCOs.

Moving into the second year of operations, the state was modifying digibility rules and premium
levels to reduce participation. The state renegotiated capitation rates for the second year; in most cases,
the second-year rates were lower than the first-year rates, in light of positive margins earned by MCOs in
the first year. The mgor program changes made in April 1996 will be examined more closdly in our next
report.

For other states considering similar efforts, an important lesson is the need for adequ"ate planning time:
the 1- year horizon was barely sufficient, and more time could have helped. Some of the initid confusion
and ddays might have been reduced if implementation had been phased in more gradudly. Additiond
communications with clients and providers might have eased many of these early problems. Another area
that other states should carefully consider is how to pay for and provide care in the gap period between

initid program application and eventud receipt of an MCO membership card.
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V. TENNESSEE'S TENNCARE PROGRAM

Tennessee enrolled nearly 1 million Medicaid enrollees and uninsured people into its new managed
care program, TennCare, on January 1, 1994. As has been previoudy documented (Coughlin and Lipson
1994; General Accounting Office 1995b; and Gold et d. 1995), this congderable achievement was
accompanied by administrative problems, especiadly in the early implementation period. Eighteen months
after implementation, the new governor continued the state's commitment to making TennCare work, and

had taken steps to improve TennCare adminigtration.

A. BACKGROUND

Tennessee sought a Section 1115 demonstration because of concerns about state finances in a climata
in which Medicaid costs had been growing rapidly and new taxes were unlikely to be paliticaly feasible.
In addition, a large number of people in the state (about 675,000, or 15.7 percent, of the nonelderly
population in 1990 to 1992) were without health insurance (Winterbottom et a. 1995). The timing of the
gpplication aso had to do with the termination of a hospita tax at the end of 1993 (which had been the
basis for disproportionate-share funding of the hospitas), the politicl opportunity presented by the
President’s support of state Section 1115 applications, the nationa hedth care reform debate, an
experienced democratic governor (Governor McWherter, who was nearing the end of his second and last
term), and an experienced commissioner of finance and adminigtration.

Tennessee' s hedth care delivery system in 1993 was primarily fee-for-service, characterized by low
Hedlth Maintenance Organization (HMO) penetration and more hospita beds than needed.” Moreover,

in 1993, Tennessee's Medicaid payments to physicians were high relative to other states and to 1993

‘Tennessee had 4.24 beds per 1,000 people in 1993, 28 percent above the national average and nearly
double the rate in Hawaii (American Hospital Association 1994).
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Medicare fee levels (ratio of 0.94 for primary care but 1.10 for dl physician services).* Thus, physcians
in Tennessee were presumably relaively more satisfied with Medicaid payments than physcians in other
states, although participation levels were not very high. In this setting, the state had considerable leeway
in setting capitation rates for managed care organizations (MCOs), which it might not have had in a market
with atighter supply of providers and more competitive pricing.

Managed care was not widespread in Tennessee. The HMO penetration rate was only 5.7 percent
in 1993 (although Nashville and Memphis were as high as 8 and 9 percent, respectively) (Group Hedlth
Association of America 1994). Furthermore, only 30,000 Medicaid enrollees (about 3 percent of Medicad
enrollment) were in any form of managed care.’ Thus, the enrollment of 1.2 million people into TennCare
MCOs during 1994 made a large change in the hedth care ddivery sysem in Tennessee. One-third of
TennCare enrollees were in HMOs in 1994; thus, the state’s HM O penetration rate increased to about
14 percent after TennCare implementation.

This chapter is based on interviews, focus groups, and document review for the first 18 months of
TennCare. We made two weeklong visits to Tennessee in May and June 1995, during which we
interviewed state and MCO gaff and staff of interest groups and providers and conducted focus groups
with physicians and consumers. We visited the headquarters of five MCOs: the two statewide ones (Blue
Cross/Blue Shidd and Access MedPlus) and three smaller ones (Vanderbilt Hedth Plans, TLC Family
Care Hedth Plan, and Prudential of Memphis). We dso met with the representatives of six hospitals and
three Federdly Qudified Hedth Centers (FQHCs) in Chattanooga, Nashille, and Memphis. Memphis

was the site of a more detailed case study. Documents were provided by HCFA, the state, and the MCOs.

"However, payments per enrollee (excluding disproportionate-share payments) were low reletive to
other states: Tennessee ranked sixth from lowest (Winterbottom et a. 1995).

3Tennessee Managed Care Network, Inc., an Independent Practitioner Association (IPA)-model
nonprofit HMO, operated in 28 of Tennessee's 95 counties, centered on Memphis in the southwest.
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B. PROGRAM DESIGN AND IMPLEMENTATION

The TennCare program was designed, approved, and implemented in a remarkably short period, with
very little input from stakeholders. The governor announced the program to providers and the legidature
in April 1993. In May, the necessary legidation was passed, and the waiver application was submitted to
the Hedlth Care Financing Administration (HCFA) on June 16. It was approved on November 18, and the
program was implemented 6 weeks later, on January 1, 1994. Table V. 1 shows the key dates. Reactions
to the program were enthusiastic when it was first announced, because it promised to provide a solution
to widdly publicized state budget problems and would cover uninsured people. Antagonism to the
program developed later, especialy from providers after the state ignored their proposals to eliminate some
of the demonstration’s managed care features. Since implementation, the management of the program has
been modified, for example, to increase oversight of MCOs, and public hearings have been held, which

prompted the state to make further program modifications such as revised graduate medica education

funding.

1. The Design Process
The demondgtration program was designed by three policymakers. (1) the governor, (2) the

commissioner of finance and adminigtration, and (3) the Medicaid bureau chief. In late 1992, preliminary
discussons began among this group on the large number of uninsured persons in the state, the looming
budget crisis, and possible resolution of both problems through Medicaid reform. During the early part
of 1993, the dstate's imminent budget criss was widdy discussed, and the governor made dire fiscal
predictions about Medicaid. Because the state had failed to introduce an income tax in the previous year,

and because the exigting provider tax that was used to generate disproportionate-share payments to
hospitals was ending, there was much scrutiny of possible dternative sources of Medicaid funding.  The
dtate also needed to find sources that the federal government would maich.  All providers opposed the
posshbility of a new provider tax (which was under discusson). Consumer advocacy groups were
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TABLE V. 1

TENNCARE IMPLEMENTATION SCHEDULE

Date

Activity

November 1992

April 8, 1993
April 8, 1993

April to November 1993

May 17, 1993
Jine 16, 1993

June-December 1993

October 1, 1993
November 15, 1993

November 18, 1993
November 29, 1993
December 1, 1993
January 1, 1994

October 1, 1994

November 1994
January 1, 1995
April to May 1995
September 9, 1995

September 1995

Commissioner of Finance and Adminigtration approached Legd Aid
about the TennCare concept

Governor met with key people for discussons
Governor announced plan

Meetings with HCFA

Legidation passed by the Generd Assembly
Demondration agpplication submitted

Biweekly mesetings with consumers and advocates
Bdlots mailed to current participants in Medicaid

Bdlots due for Medicaid enrollees to sign up with Managed Care
Organization (MCOs)

Demonstration  approved
State executed contracts with 12 MCOs
Enrollees given 45 days to change MCOs

Demongration implemented; dl Medicaid digibles recaiving services
through MCQs. Uninsured eigible from January 1

Enrollment closed to uninsured people with incomes above 200 percent
of the federa poverty level

Firgt opportunity for enrollees to change plans after initia enrollment
Enrollment dosad for al uninsured
Governor’s Roundtable met

HCFA renewed the demonstration for its second year with revised terms
and conditions

State modified the terms of the MCO contracts for the period
July 1, 1995 forward

Source:  Interviews with state and other officials and documents they provided.

“People becoming uninsured because they lost Medicad digibility may ill be enrolled as uninsured.
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concerned about the possibility that without the demondiration, the state would end its optiona coverage
of medically needy people. Thus, dl parties viewed the TennCare concept (unveiled in early April 1993),

as an attractive funding solution because it did not include an explicit provider tax, would cover uninsured

people, and would not limit Medicaid coverage.

The initid widespread support for the demongtration came both from the main provider groups,
including the Tennessee Medica Associaion and the Tennessee Hospital Association, from bipartisan
backing in the legidature, and consumer advocacy groups. The governor met with provider groups & his
residence before the TennCare announcement on April 8, 1993, and requested that they not oppose the
legidation. He and the commissioner of finance and administration and the Medicaid bureau chief briefed
legidators during the subsequent 2- to 3-week period. The legidation anended some existing statutes,
thus alowing the governor to seek waiversto the state’' s Medicaid program.  The bill was passed by the
Generd Assembly without any dissenting votes on May 17, 1993.

Important features of the pre-implementation period in Tennessee were the lack of public hearings and
the development of considerable controversy. Once the content of the demongtration gpplication became
public in June 1993, a strong anti- TennCare lobbying effort began. The Tennessee Medical Association
sued the gate (unsuccesstully) to try to stop it from implementing TennCare and haovlwldiscussi ons with
HCFA about demonstration implementation. There were opportunities for providers to talk to the governor
and dtate officids about the TennCare design.  In retrospect, both sides agree that little of the provider
groups input was accepted, because many of their proposas involved abandoning key fesatures of
TennCare in favor of other designs. This lack of action antagonized the provider groups. Some have
argued that, if the state had negotiated the design with provider groups, it would never have been ableto
implement the new program because the groups would have tried to block design features (such as
managed care) that made the program feasible. The resulting antagonism affected provider participation

during the early implementation period
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During the 6-month period leading up to implementation, consumer advocates met biweekly with the
- commissioner of finance and administration and the Medicaid bureau chief to talk through how TennCare
would handle specific issues. Potentid MCOs aso reviewed draft versions of the state' sSMCO contract
during this period. The comments of these two condtituents were the only public input into the design that
the state accepted.

During the period between application for and approva of the demonstration, the state met frequently
with HCFA g&ff to findize the design and to darify the gate' s funding mechaniams for the program.
Some of the details were not ironed out before approval, and the terms and conditions of the approved
demonstration (dated November 18, 1993) required the state to provide arevised firs-year budget and

details of quality assurance and other state responsibilities.

2. Key Design Features

We give a brief overview of the design here, with details of the TennCare program presented in later
sections of this chapter.  The mgor objectives of the TennCare program were to provide coverage to
uninsured and uninsurable Tennesseans, to fund that coverage through savingsin the Medicaid program,
and to control Medicaid costs, To achieve these objectives, TennCare required enrollment of virtualy the
entire Medicaid population in managed care and offered TennCare coverage to uninsured and uninsurable
populations, The expangon was not income-limited (as it was in Rhode Idand and Hawaii), dthough

people in the expansion group with family incomes above the federal poverty level had to share in the costs

“In addition to waiving various Medicaid statutes for the demonstration, HCFA specified specia terms
and conditions of the demonstration’s implementation and operation. The 35 conditions Specified for the
fird year included state monitoring responsibilities (for example, an annud sample survey of enrollessto
assess satisfaction and collect encounter data), state reporting responsibilities to HCFA (for example,
quarterly progress reports), and a description of how the federal match to state expenditures would be
determined (for example, the calculation of the portion of enrollee premium payments that are matchable).
Second-year terms and conditions modified a number of the firgt-year conditions and added five new
conditions, one concerning the state's cooperation with HCFA’s evaluation of TennCare and four requiring
information on specific program operations (such as the grievance procedure and how individuals change
plans).
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of their coverage. The covered population had to enrall in one of 12 managed care organizations (the 2
largest of which--Blue CrossBlue Shield and Access MedPlus--were statewide and enrolled three-quarters
of the totd TennCare enrollment). The MCOs contracted with the state to provide the service package (an
expanson of the services covered under Medicaid) in exchange for a capitation payment (al MCOs
received the same rates for specified categories of enrollees).” The MCQs were not required to use a
primary care gatekegper modd initialy, although some of them did so. A ggnificant design feature was
Blue Cross/Blue Shidd's physician mainstreaming feature. Blue Craoss required physicians participating
in its Tennessee Physician Network to accept TennCare patients. Because this network was at the heart
of the Blue CrossBlue Shield state employees PPO, physicians accepting state employees as patients also
had to accept TennCare patients. This requirement was very unpopular among the network’s physicians,
partly because TennCare paid less than the state PPO.

TennCare is administered by the TennCare Bureau, which took over from the Medicad Bureau, with
many of the same staff members. The TennCare Bureau was part of the Department of Health during the

firgt year of the program

3. Startup

TennCare was implemented statewide on January 1, 1994, with al Medicaid-covered enrollees
converting to TennCare coverage through their MCO on that date. TennCare had its share of problems
in the early months, as one would expect from such alarge program change involving so many enrollees,
providers, and MCOs.

In Tennessee, providers and plans criticized the overnight change to a full managed care program.
Some of the plans told us that they had never expected HCFA to approve the demonstration, or that they

had expected HCFA would require a longer implementation period after approval. They aso believed that

‘Long term care services are carved out and are paid on a fee-for-service basis.
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the only explanation for the rgpid implementation schedule was palitica pressure, which had resulted in

more problems than would otherwise have occurred.

4. Program Changes Since Implementation

No major program changes were made during the first year. One year after implementation, in early
1995, however, a new Republican governor took office.  Among his firgt actions were to move
responsbility for TennCare from the Department of Hedth to the Depatment of Finance and
Adminigtration (following the de facto reporting lines). He aso crested a new deputy commissioner post
in the Department of Commerce and Insurance, with expanded respongbilities for gpproving and
monitoring MCO contracts. He gppointed a new commissoner of finance and administration and a new
TennCare Bureau chief when the incumbents, who had developed TennCare, |€eft their postionsin early
1995.

The new governor also set up a policy advisory committee, headed by the commissioner of finance
and adminidration, to advise him on TennCare. This committee was respongble for seiting up the
Governor's TennCare Roundtable--the first TennCare public hearings. In his eection campaign, the new
governor had promised to dlow providers to provide input into TennCare through-a public hearing
process.® The Roundtable was announced on February 23, 1995. It prepared recommendations (on the
basis of testimony received from MCOs, providers and advocacy groups) and published them in areport
on June 29, 1995 (Governor’s TennCare Roundtable 1995). The eight recommendations were to (1)
reexamine the financiad assumptions of TennCare, (2) form an advisory operating committee to diminate
hassle, (3) restore graduate medical education funding, (4) create a standard formulary across MCOs and
a formulary oversight committee, (5) move as soon as possible to a true managed care/gatekeeper system,

(6) reduce the problem of adverse sdection, (7) improve MCO oversight and accountability, and (8)

®He had dso promised to reped the controversid provision under which Blue Cross/Blue Shield
providers that accept state employees must also accept TennCare members; however, he did not do so.
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develop a program of patient education on how to access TennCare services.  These broad goals were
supported by detailed recommendations, such asincreasing capitation payments substantialy.

During 1995, the state intended to expand TennCare to capitate two other state-funded programs: (1)
the program for the severely and persastently mentdly ill (SPMI), which provides mentd hedlth services
to people who have chronic menta illness; and (2) the Children’s Plan, which provides services to severely
emotionaly disturbed children. The SPMI program was headed for implementation in mid-1995, but
HCFA required further evidence of the state’s readiness for implementation. HCFA approved the program

in April 1996. The Children’s Plan is currently on hold.

. PROGRAM FINANCING
1.  The Budget

The 5-year TennCare budget proposed by Tennessee and accepted by HCFA is $19.6 hillion; the
federd shareis $11.6 billion and the state share is $8 billion.” Of the total state codts, $5.7 billion were
eigible for federd matching.* This budget included the costs of long term care services (which are not
included in the demondration), program adminidration, and Medicare payments for dudly digible
enrollees. Tennessee estimated that, without the TennCare demondiration, an additional $3.2 billion in
federal matching funds would have been required over the 5 years. Table V.2 shows this 5-year budget,
together with the sources of gate funding.

The gtate proposed a variety of funding sources, some of which were needed to replace the hospita
tax of $404 million a year that the state had collected until January 1, 1994. Most of these sources of funds

would be digible for federd matching payments.

‘This budget was dated November 10, 1993. It revised and replaced the budget included in the June
demonstration  application.

*Tennessee recaived a federa matching rate of 67 percent during the period covered by this report
(that is, for every eligible dollar spent on the Medicaid program in Tennessee, the federal share is 67 cents
and the state share is 33 cents).
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TABLz V.2

TENNCARE SOURCES OF FUNDING, STATE FISCAL YEARS 1994 TO 1998

State State State State State Total
Sources of Funding Fisca Year Fisca Year Fiscal Year  Fiscd Year  Fisca Year 5
(in Thousands of Doallars) 1993-1994 1994-1995 1995-1996 1996-1997 1997-1998 Years
State  Funds
Medicaid Matched Funds
State Core $383,049 $394 541 $406,377 $418,568 $431,125  $2,033,660
Other State Headlth Funds 77,970 159,971 164,091 168,301 172,602 742,935
Certified Public Expenditures 63,546 127,092 127,092 127,092 127,092 571,914
Patient Revenue 20,858 101,082 106,136 111,443 117,015 456,534
Nursing Home Tax 80,300 84,000 88,200 92,610 97,241 442,351
Loca Government 25,000 52,500 55,125 57,881 60,775 25 1,660
Broad-Based Tax (Hospital Tax) 202,176 0 0 0 0 202,176
Additional State Funds Required 185,259 170,880 197,548 225,903 256,037 1,035,627
Total Matched State Funds 1,038,158 1,090,066 1,144,569 1,201,798 1,261,887 5,736,478
Nomnatched State Funds
Provider Charity Contribution 246,163 437,782 475,904 5 17,584 562,461 2,239,894
Total State Funds (Matched and Nonmatched) 1,284,320 1527,848 1,620,473 1,719,382 1,824,349 7,976,372
Federal Matching Funds 2,107,775 2,213,164 2323822 2,440,013 2,562,014 11,646,372
Total TennCare Funds (State and Federal) 3.392.095 3.741.011 3,944,295 4159395_ 4386363 19,623,159
Nondemonstration Services®
Longterm care, Medicare payments, and program  administration (938,696) (985,631) (1,033,246) (1,084,992) (1,139.325) (5,181,890)
Net Funds Available for TennCare Demonstration
Component 2543399 2755380 2911048  3,074.403  3247.037 14441269

Sourck: Taken from the budget in the final demonstration application package (dated November 10, 1993).

“These services are not included in the demonstration. Instead, they continue to be provided on a feefor-service basis. Expenditures for these services, however, are

included in the demonstration budget and the federal spending cap.



The state genera fund ($2 billion over 5 years)

. Other gate hedlth programs that the state would have had to pay for (such as maternal and
child hedth services) if TennCare had not been implemented ($743 million)

. Caetified public expenditures ($572 million). These expenditures are the net cost to public
hospitals and selected private hospitals of providing services to TennCare participants and
people digible for TennCare that are not reimbursed by the MCOs or any other payment
source except loca government funds for indigent care (that is, they are uncompensated care
costs).’

. Pdient revenue ($456 million); this is the total amount of premium payments for those
uninsured enrollees who are required to pay them

. A nursng home tax, which will operate over the life of the demondtration ($442 million)

. A loca government contribution, which represents local government subsdies for indigent
care ($252 million)

Additiond gtate funds required ($1 billion). The existing HMO tax (2 percent of payments
received), a PPO tax of 1.75 percent (implemented in May 1994), and genera state funds (as
needed) were contemplated as additional sources of state funds.
The state budget dso’included a source of funding that the federa government was not expected to
match: provider charitable contributions ($2.2 billion over 5 years, or about 28 percent of the state’s share
of TennCare funding). The date wanted to limit program expenditures by building into the TennCare

budget part of the value of charity care delivered by the state’s providers before TennCare began (the state

saw this as an dternative to taxing providers). The Sate estimated that the Statewide vaue of charity care

*The second-year terms and conditions of the waiver define certified public expenditures as “actud
expenditures certified by public hospitals for TennCare enrollees and digibles, only to the extent that the
public hospital is able to document that it has an actual unreimbursed expenditure for providing TennCare
sarvices to a TennCare enrollee or eigible which exceeds the amount paid to that hospital by the MCO,
the TennCare digible, any supplementa pool or other source (except for loca government indigent care
funds) for the cost of providing such services to TennCare enrallee or digible as established through the
hospita’s audited Medicare cost report.”  In addition, in Knox and Davidson counties certified public
expenditures are “actual expenditures for unreimbursed TennCare services provided to TennCare enrollees
and digibles in private hospitds in Knox and Davidson counties, only up to the amount of Knox and
Davidson counties indigent care funds that the Counties actudly trandfer to the private hospitasin Knox
and Davidson Counties for these otherwise unreimbursed TennCare expenditures.” The state decides how
to use the federal funds that match the allowable uncompensated hospital costs and is not required to return
these funds to the hospitas that incurred the uncompensated care codts.
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was about 11 percent of total provider charges. TennCare would reduce, but not completely eliminate, the
number of uninsured people seeking charity care; the state estimated that, once TennCare began, charity
care would decrease to 5 percent of al provider charges. Rether than the providers enjoying the windfall
from this expected reduction in charity care costs, the state reduced the TennCare capitation payments to
MCOs. Five percent of provider charges trandated into 20 percent of the expected vaue of capitation

payments; thus, the state reduced capitation payments to MCOs by 20 percent.

2. Budget-Neutrality Requirements

A condition of waiver approval is that the demonstration be budget neutral to the federal government
over the 5-year demonstration period. For Tennessee, an expected federal budget was set at the start of
the demonstration, and the state must stay within it. Tennessee's federal budget cap is set as an aggregate
program spending cap of $12.165 hillion. This includes items not included in TennCare: long term care
sarvices, Medicare payments, and program administration. The first year was to be budget neutrd, with
the state able to receive up to $2.108 billion in federa matching funds (this assumed an increase in federd
spending of up to 15.5 percent over the previous year); in subsequent years, the federal matching payments
were to be lower, faling from 8.3 percent in the second year to 5.1 percent in the last year.'® Although
specified as annud limits, these are redly targets, snce the state was given some flexibility about which
year it might receive the federd maiching payments in (through a cumulative cap that was a little higher
than the sum of the annud limits) during the firg 4 years

The demongtration budget predicted that, over 5 years, TennCare would save the state $1.6 hillion
and the federa government $3.2 hillion. These estimates assume that, without the demonstration program,

Medicaid costs would grow more than 17 percent per year over the S-year period.” With the

°Thus, the cap averages 8.4 percent over the 5 years of the demonstration.

“The assumptions underlying this no-reform cost projection were that casdoad would grow
10 percent per year (based on actual annua growth of 12.8 percent from 1989 to 1993); and per-capita cost
would grow 8.3 percent per yeda.
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demondtration, by contrast, the state assumed only 5 percent cost growth each year after the first--or, at
worst, 8.3 percent cost growth per year. The state assumed it could hold cost growth to 5 percent per year
under TennCare because that was the expected growth rate for the state's economy, and it expected that
the TennCare increases would keep pace. In addition, the state believed that the experiences of other states

with cost control through managed care lent plausibility to a5 percent cost growth per year.

3. First-Year Financial Experience

HCFA raised questions about the adequacy of the state's funding sources before it approved the
demondtration. These concerns seem judtified by the state’ s difficulty in raising funds from some sources
during the first year of TennCare."”? The State overestimated certified public expendituresin its 1993-1 994
budget (at $64 million, compared to actud certified public expenditures of $34 million) (Genera
Accounting Office 1995h). It dso faled to collect the enrollee premiums it had anticipated, largey
because it did not hill enrollees during the first 6 months as a result of adminigtrative problems ($2.4
million collected, compared with $20.8 million budgeted in sate fiscd year 1993-1994). These funding
shortfdls reduced the federal matching dollars that the state could draw down. The state misunderstood
HCFA’s position on loca government subsidies to hospitals as a source of federa matching, which led to
another lossin federa funds. HCFA decided that local government payments for hospital certified public
expenditures were not eigible for federa matching, because they were dready matched under the locdl
government line item (this reduced state funds that could be federally matched by $21 million in state fiscal

year 1993-1 994 and $42 million in subsequent years). Because of these lower federal payments related

1’The stat€' sfiscd year runs from July 1 through June 30. Thus, TennCare began in state fiscd year
1993-1994. This fiscal year is sometimes described as State fisca year 1994,
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to state funding shortfals, as well as lower-than-budgeted enrollment, first-year expenses were only $2.84
billion, compared with the first-year state and federd budget of $3.39 hillion.

As aconsequence of these problemsin the first year, the state began investigating Strategies that, in
future years, would secure the full amount of federd funds it could receive. One approach was to raise
capitation payments to MCOs more than the contractualy specified annud 5 percent. The Sate
implemented this change (an extra 4.5 percent increase) in state fiscal year 1995- 1996. Another possbility
was to reindae graduste medica education payments to providers, a Governor's Roundtable
recommendation that the state was considering in state fiscal year 1995-1996 (Tennessee Managed Care
1995a) and which it subsequently implemented. In addition to these approaches, the state has revamped
its procedures for premium collection from uninsured enrollees. However, arevised budget for state fiscal
year 1995-1996 showed reductions in the expected revenues from patients to $30 million in 1995 996,

compared with $106 million origindly budgeted.

D. ELIGIBILITY AND ENROLLMENT

Under its Section 1115 demonstration, Tennessee enrolled al of its approximately 800,000 Medicad
participants, including the aged, blind, and disabled populations and dudly digible Medicare/Medicad
enrollees, into TennCare.”® It dso expanded digibility to cover more than 400,000 uninsured and
uninsurable people. All of these TennCare groups are enrolled in MCOs that receive capitation payments
to serve them." This enormous program expansion and the overnight change to managed care in a Sate

that had low managed care penetration were accompanied by severe procedural and system problems.

3The only excluded groups of Medicaid participants are qudified Medicare beneficiaries, qudified
disabled working individuds, and state low-income Medicare beneficiaries.

“Medicaid-covered long term care sarvices, however, are excluded from the capitation payment, as
ae Section 1915 waiver services, Medicare premiums, and Medicare crossover Services.
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1. Eligibility Policy
a. Medicaid-Eligible Enrollees

Before TennCare, the state’'s Medicaid program was restrictive. The state reported that, in 1993, the
Aid to Families with Dependent Children (AFDC) program used an income threshold of 43 percent of the
federa poverty level to determine digibility, and the Supplementa Security Income (SSI) program for the
aged and disabled used a threshold of 75 percent of the federal poverty level. The threshold for the state's
medicaly needy program was 25 percent of the federal poverty level. In addition, Medicaid covered
pregnant women and infants with family incomes to 185 percent of the federal poverty level, children ages
1 to 5 with incomes to 133 percent of the federd poverty level, and children born after
September 30, 1983, to 100 percent of the federal poverty level.”

For Medicaid-digible groups, digibility for TennCare starts on the day of application (based on a
Depatment of Human Services or Socid Security Adminidtration date samp indicating receipt), in
contrast to retroactive coverage under Medicaid, which covered people for a 3-month period prior to the
date of application if digibility could be verified for that period.

To avoid problems of people coming on and off Medicad digibility, the TennCare Bureau enrdlls
AFDC-digible families and individuas qudified as “medicdly needy-digible’ for a minimum one-year
period in TennCare. AFDC-digible and medicaly needy individuas are given 30 days to regpply for
coverage as uninsured at the end of the year if they have not been reverified as eligible by the Department
of Human Services. If they already have been reverified, the TennCare Bureau re-enrolls them for another

12 months.

BSince TennCare began, the income thresholds for these Medicaid-eligible groups have changed little
from the pre-TennCare leves
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b. New Categories of Enrolless

The date recaived waivers of Medicd Assstance digibility required to alow it to cover uninsured
people, beyond mandatory or optiona groups of Medicaid eigibility. These program waivers effectively
opened TennCare to able-bodied adults and two-parent working families and allowed the state to eliminate
the Medicaid income thresholds for the uninsured and uninsurable groups. The uninsured category covers
any person not digible for other hedth insurance as of a qudifying date.'® TennCare a0 includes an
expangon group of medicaly uninsurable individuas that covers any person turned down for insurance
coverage because of a past or present health condition.” Eligibility for these two expanson groups begins
on the day TennCare receives the application. The TennCare Bureau redetermines digibility for the
uninsured and uninsurable groups after 12 months. Each expangion group enrollee receives a letter from
the TennCare Bureau and must respond within 30 days or lose digibility.

TennCare requires families and individuals in the expansion group whose incomes exceed 100 percent
of the federal poverty level to pay premiums (see Table V.3). Asof April 1995, nearly 200,000 individuas
(about 44 percent of the expansion group) fell into the premium-paying group. Premiums are adjusted for
income and family size. * For those above 200 percent of poverty, premiums are also adjusted by whether
participants elect the high-deductible or low-deductible payment plan." For one-person families with

incomes between 100 and 200 percent of poverty, monthly premiums in 1994 ranged from $2.74 to

%Individuals have to declare their lack of eigibility as of the date they gpply and as of a prior
qualifying dae. Initidly, the qualifying date for uninsured enrollees in 1994 was March 1, 1993. The
qudifying date was subsequently changed to July 1, 1994, for enrollment after 1994; however, no
enrollment took place in 1995, except for new uninsurable gpplicants and people who became uninsured
as areault of losng Medicad digibility.

“About 3,900 people enrolled in the state’'s previous program for the uninsurable--the Tennessee
Comprehensive Hedth Insurance Pool--were digible for TennCare. TennCare superseded this program.

®The payments were based on the state employees PPO.
"The state terminated the high-deductible plan in February 1996.
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TABLE V.3

SUMMARY OF PREMIUM PAYMENT POLICY

Number (and Percent) of the
Income Leve Relative to the Premium Required for Uninsured and Uninsurgble
Federal Poverty Level (FPL) Uninsured and Uninsurable? ~ Group in the Income Category®
Under 100 percent of FPL No 248,337 (55.6)
1 00- 199 percent of FPL 20 percent of the capitation 164,319 (36.8)
rate
200-399 percent of FPL 20- 100 percent of the 28,007 (6.3)
capitation rate on adiding
scale®
400 percent of FPL and above 100 percent of the capitation 5,651 (1.3)
rate’®
NOTE: Medicaid-digible enrolleesin TennCare do not pay premiums.

2 A lower premium was offered if the member accepted a deductible of $1,000 per individual ($2,000 per
family) ingtead of $250 per individud ($500 per family). However, the high-deductible plan was
terminated as of February 1, 1996.

®These counts of uninsured and uninsurable TennCare participants are before any terminations for
nonpayment of premiums (that is, before the Sate sent termination notices out on April 25, 1995).
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$19.15. For individuas with incomes between 200 and 400 percent of poverty, monthly premiums in 1994
ranged from $54 to $137 for the low-deductible plan. At 400 percent of poverty, individuas bear the full
actuarid cogt of the insurance. As ashare of income, premiums range between 0.4 and 1.7 percent for
people between 100 and 200 percent of poverty, and they are a constant 4.6 percent for individuas
between 200 and 400 percent of poverty. The State collects the premiums.

TennCare enrollees with incomes above 100 percent of poverty are also required to pay a deductible
and copayments. Deductibles and copayments are adjusted by income, family size, and payment plan type
(high or low deductible); copayments are capped each year. For individuas with incomes between 100
and 200 percent of poverty, the annual deductible is $250, and copayments are limited to $1,000 per year.
For individuas with incomes over 200 percent of poverty, the deductible is $250 for the low-deductible
plan and $1,000 for the high-deductible plan. Family deductibles are twice the individua deductibles.
Copayments are [ ) percent of costs, subject to a maximum limit. Total out-of-pocket copayment costs,
minus deductibles, are limited to $1,000 and $4,000 per year, respectively, for the low- and high-

deductible plans (for both individuds and families). MCOs collect deductibles and copayments.

2. TennCare Enrollment Procedures

All Medicaid enrollees were autométicaly enrolled in TennCare as of January 1, 1994. However,
Medicaid enrollees could choose their MCO. In October 1993, before waiver approva, the state sent
balot forms to Medicaid enrollees with instructions to choose a TennCare MCO for dl family members
by November 1. Whether or not people chose an MCO, they were enrolled in one and rolled over into
managed care as of January 1, 1994. HCFA required the state to reopen plan choice for 45 days (from
December 1, 1993 to January 15, 1994) because of enrollee confusion about MCQs (8 of the 20 MCOs
listed on the ballots never contracted with TennCare) and lack of information about which providers were

participating in each MCO & the time of the initid ballot.
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Uninsured and uninsurable people had to apply for TennCare by mail. Application forms were widely
avallable (for example, a hospitals, doctors offices, county offices, the TennCare Bureau, and Department
of Human Services offices). People recelving food stamps were aso mailed an application form.  The one-
page form asked whether they had ever been turned down for heath insurance and whether they had turned
down insurance offered to them since March 1, 1993. It also requested age, race, household composition,
employment status, gross monthly income, and physica disability status. The form ingtructed the applicant
to choose an MCO.

All rollover Medicaid enrollees and new applicants were given a choice of MCOs in their region and
were asked to rank their choices on ther balot or application form.  Altogether, 60 percent of initid
enrollees made an dection. The individua was usudly given his or her firg choice. The date auto-
assigned enrollees to MCOs under the following circumstances. (1) the enrollee did not make an election,
(2) none of the enrolleg sfirst three choices was available (the MCO withdrew from contracting or had
reached its enrollment cap), or (3) the family selected different MCOs for different members. The date
assigned enrollees in a three-phase process: (1) the State reviewed the claims history and tried to identify
the primary care provider, then matched that provider to an MCO; (2) about 30,000 people aready
enrolled in the Tennessee Managed Care Network who did not choose an MCO were assigned to Access
MedPlus because this was the successor plan; and (3) the state assigned the remaining unassigned enrollees
in the same proportions as the choices made by those who made a selection themselves.?* Some attempt

was made to ensure that all categories of enrollees were distributed evenly across al plans; thus, disabled

“This assgnment technique had the effect of rewarding those MC Qs that used the most aggressive
marketing efforts.  Other states made assignments for those enrollees who did not select an MCO on the
basis of reasons such as ensuring adequate enrollment in particular MCOs, or choosing the MCOQ that had
bid the lowest capitation rates.
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enrollees were not concentrated in a few plans. Family members were assigned to one MCO, which meant
that some family members had to change doctors.*!

Since the demonstration began, new Medicaid-eligible enrollees have been enrolled in TennCare and
given a chance to choose an MCO at the time they gpply for Medicaid. However, until 1996, there was
no mechanism for new SSI enrollees to choose an MCO; the dtate auto-assigned al new SSI enrollees.
However, dl new Medicaid enrollees have 45 days to choose a different MCO after theinitid choice or
assignment.

Sincetheinitid enrollment, there have been two open enrollment periods during which enrollees can
change MCOs, one in October 1994 and another in October 1995. Between 100,000 and 150,000
enrollees (approximately 10 percent) changed plans during the first open enrollment period and 95,655
(8 percent) during the second period. The net change of enrollees primarily favored the largest plan, Blue

Cross/Blue Shield, (as discussed in Section F)

3. Enrollment Implementation Issues

The state set up a hot line to help TennCare enrollees and providers with questions and problems. In
the first few days of the waiver program, the hot line was sivamped with about 50,000 calsaday. The
volume of calls was much higher than anticipated, and the state eventudly recruited state employees from
other agenciesto help out with the hot line.  In the early months, about 250 people staffed the TennCare
hot line 12 hours a day, 7 days a week.

The gtate was able to enroll nearly 1 million people into managed care in an unprecedentedly short
period.  However, the supporting digibility information sysem had new demands (primarily
communicating with the MCOs) placed on it. During the firsd 12 months of TennCare, the digibility

procedures and the supporting information system were not working as smoothly as users would have

21 S1-eligible enrollees sometimes could not be linked with their families and hence could be in a
different  MCO.
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liked. Even after 18 months, some of the problems remained.? Continuity problems include inadequate
procedures for registering newborns as TennCare members, problems with presumptive digibility for
pregnant women, and poor addresses and duplicate records. These were problems under Medicaid, too,
but the consequences under managed care are greater. For example, with duplicate records, the state
makes two capitation payments for one person, and the person may receive multiple MCO enrollment
cards, Ifnewborns and presumptively eligible pregnant women are not enrolled and assigned to an MCO,
providers don't know which MCO to hill and may be rductant to treat them. TennCare revised
presumptive digibility procedures for pregnant women and newborn enrollment procedures 18 months
after TennCare began, to facilitate immediate access to care. Pregnant women now receive a notification
form to give to their physician at the same time they apply for TennCare. Similarly, to fadilitate newborn
enrollment, TennCare stationed outreach workers a key public hospitas to ensure that newborns are
enrolled and the state is informed of the enrollment.

Problems also arose in checking the eligibility of uninsured enrollees for the program. The TennCare
Bureau contracted with the Farm Bureau (alarge insurance company) to verify the insurance status and
incomes of the expansion group and to reverify insurance status and incomes one year later to re-establish
digibility. The process of checking digibility for the uninsured group has not gone smoothly. It took, on
average, between 45 and 60 days from application receipt & TennCare until verification was complete.”
The state comptroller’s office studied digibility in 1995, determining that about 10,000 people enrolled
as uninsured were indigible and that the digibility of an additiona 262,000 people was unverifigble from

the information they provided.

2From the MCOs’ poirt of view, some digibility file problems resulted in inexplicable turnover in
their member population, although some of this turnover resulted from the HCFA-mandated 45-day MCO
change period that enrollees are allowed.

ZThe Farm Bureau had to contact the applicant to get approval for release of information.  This
release will be built into a revised application form to avoid the 30 days individuals were given to respond.
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Some enrollees reported that it took awhile (sometimes severd months after they applied) for them
to receive cards from their MCOs indicating their enrollment in those MCOs.  As discussed in Appendix
F, this lag sometimes delayed care access. However, MCQs are responsible for service coverage during
this period (when a person is dligible, but has not yet received acard).

Findly, as discussed in Section C, the ate had difficulty collecting premiums from expangion group
enrollees with incomes above the federa poverty level. During 1995, however, the state revised its
collection procedures and disenrolled 82,674 expansion group enrollees who had not paid their premiums

and were not willing to work with the state on a payment plan.

4. Enrollment Trends

Since its initid demondration gpplication, the Sate revised its expected totd number of TennCare
enrollees downward, in association with reductions in its estimates of total TennCare funding. The initia
demondtration application estimated 1,775,000 enrollees ayear. In itsrevised (approved) demonstration
gpplication, the sate estimated 1,300,000 in the first year and 1,500,000 in subsequent years (and a total
5-year budget of $17.4 billion). A more recent estimate (October 1995) showed further reductions:
1,273,000 enrollees in state fiscal year 1996 and 1,300,000 in subsequent years (and a total S-year budget
of $16.2 hillion).

After | year, TennCare had 1.2 million enrollees, two-thirds of them Medicaid digible and the rest
uninsured and uninsurable (100,000 fewer than budgeted). During the first 6 months of 1995, the tota
number of enrallees fel in both the Medicaid-eigible and the uninsured and uninsurable categories.
Table V.4 shows the enrollment trends for Medicaid-eligible and uninsured and uninsurable enrollees. The

reason for the reduction in the number of uninsured is that the state was not enrolling new uninsured people

*In the first year, a specia fund (the unallocated fund pool) was established. It covered payments to
MCOs during the first 30 days of coverage for uninsured and uninsurable enrollees. In 1994, the date
distributed $20 million from this pool to MCOs.
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TABLEV .4

TRENDS IN THE NUMBER OF ENROLLEES IN TENNCARE

Uninsured/

Date Medicad Eligible Uninsurable Tota

2/94 N.A. N.A. 722,073
7/5/94 N.A. N.A. 1,076,632
12/12/94 836,808 414,408 1,251,216
04/21/95 793,450 446,611 1,240,061
04/28/95 793,876 415,444 1,209,320
06/23/95 800,397 398,594 1,198,991

SOURCES: First row: Tennessee Managed Care, December 1995, Table 4-2. Next four rows:
TennCare Bureau. Last row: Generd Accounting Office (1995b), which received the data
from the TennCare Bureau,

N.A. = not avallable.
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during this period and was disenrolling individuas who had not paid premiums. Thedrop in Medicaid-
eligible enrollees may be due to two factors. One possible factor is that some Medicaid-eligible people
are actually enrolled as uninsured or uninsurable. 2 However, the total TennCare enrollment in mick-l 995
(1,198,991) is 3 percent lower than the state’s origind estimate for the Medicaid digible only a that date
(1,241,239), suggesting that there has been ared decline in the Medicaid-eligible population covered by

TennCare. A more probable explanation of the decline in Medicaid-éligible enrollees is that the state's

economy is improving. % Two state trends suggest that fewer people need assistance: (1) the number of
food stamp recipients dropped by 4.8 percent from 1993 to 1994 and by 10 percent from 1994 to 1995

(USDA Food and Consumer Service 1996), and (2) the number of unemployed people dropped by
40 percent from January 1993 to January 1995 (athough there was an increase in the next 6 months)

(Department of Labor 1994a,1994b, and 1995).

Because of the shortfdl in state funds (discussed in Section C), the state curtailed enrollment in the
uninsured group at the end of 1 994.% The state originaly proposed that the uninsured group could enrall
before the demondration began and then again a annual open enroliment periods. In fact, uninsured
individuds enrolled through most of 1994. The state closed TennCare to people \(Vi.th incomes over
200 percent of poverty at the beginning of October; to people with incomes between 150 and 200 percent

of poverty on December 12, 1994; and to people with incomes below 150 percent of poverty on

B1fa Medicaid-eligible individua applies to TennCare at a Department of Human Services office and
is determined to be Medicaid dligible, then the state assigns that person to the Medicaid-digible group.
However, if the same gpplicant only applies to TennCare as uninsured, the state has no way of knowing
that the person is Medicaid dligible.

% Another explanation would be that we are comparing the “ever-digible’ count with the “currently
eligible’ count--this a possibility we cannot ignore.

THCFA st the criteriafor closing enrollment to the uninsured population; the state agreed to them
in a letter to HCFA dated November 11, 1993.
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December 3 1, 1994. The proportion of the program’s enrollment who were uninsured or uninsurable
in December 1994 and June 1995 is fairly constant at one-third (see Table V.4).

The date's ambitious expansion to the uninsured resulted in about 400,000 uninsured individuas
being enrolled in TennCare during the first 18 months of the program.  The latest state-funded survey of
consumer satisfaction and insurance coverage reports that, in September 1995, there were only 303,785
uninsured people in the state, approximately 6 percent of the state’s population (Fox and Lyons 1995).
This figure compares with the 675,000 in 1990 to 1992 reported by Winterbottom et a. (1995). The State
attributes the reduction in the number of uninsured to the enrollment of many uninsured people in the
TennCare program. However, as we have shown, part of this decrease may aso be due to the improved

economic conditions in the state.

E. SERVICE COVERAGE
The TennCare benefits are more generous than those previously provided by the Medicaid program.
Some new services are covered:

. Adult inpatient psychiatric services and physcian psychiatric inpatient services (people ages
21 to 65)

The limits on some sarvices were diminated:*’

Outpatient physician services (no limits; previoudy limited to 24 office visits per fisca year)
. Inpaient physician services (no limits, previoudy limited to 20 per fiscd year)
. Outpatient vidts (no limits, previoudy limited to 30 per fiscd year)

. Home hedth vidts (no limits, previoudy limited to 60 services per year, except durable
medica equipment and supplies)

. Prescriptions (no limits, previoudy redtricted to saven prescriptions or refills per month)

%Commerce Clearing House, Medicare/Medicaid Guide, Para. 15652
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Table V.5 lists the covered services. Although dl of these services are covered, the ways in which MCOs
implement coverage can vary. For example, each MCO has its own drug formulary, and, athough durable
medica equipment is unlimited, the types of equipment that individud MCOs cover may not be what
participants are used to. Some MCQs offer additiona services. For example, Access MedPlus offers
adult vision and dental care at reduced prices (these are covered only for children under basic Ten&are),
and Prudentid Community Care plans to offer an annua preventive denta vist for adults in 1996.
A key measure of the success of managed care is whether patients have access to and benefit from
the preventive care and continuity of care that managed care and use of primary care gatekeepers can offer.
We have not yet evauated access to the services offered by the MCQOs, dthough some providers and
consumers pointed out problems of access to dental and other services (see Sections G and H). However,
we saw some changes in the use of emergency rooms in hospitals. To encourage use of primary care
gatekeepers instead of the emergency room for primary care, the state originaly proposed to charge a $25
copayment for emergency room use for primary care. Because HCFA cannot approve copayments for
categorically needy Medicaid enrollees, this aspect of the program was dropped. However, the MCQs a0
have a financid incentive to reduce unnecessary emergency room use, and some have chosen to pay
hospitals for primary care provided in the emergency room a primary care rates or to deny it atogether
(and some hospitals complained that they and the plans were in disagreement as to what congtituted an
emergency vigt). One change in the sarvice deivery system that seems to have been hastened by
TennCare is the development by hospitals of primary care clinics located near the emergency room to
which they can triage primary care patients. Patients report being sent to such clinics when they show up

a the emergency room.
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TABLE V5

TENNCARE BENEFITS

Services Limits

Inpatient Services

Inpatient hospital  services No limits
Preadmission and concurrent reviews required

Physician inpatient  services No limits

Psychiatric Services*®

Inpatient Psychiatric Facility Services (al ages) No limits
Preadmission and concurrent reviews required
Inpatient  Substance  Abuse  Treatment  Program Lifetime limit: two treatment programs no longer than
8 days each plus two 5-day detox stays
Physician  Psychiatric  Inpatient  Services No limits
Outpatient Mental Health Services (including physician services) 45 visits

(75 percent managed care rate for first 15, 50 percent
managed care rate for next 15; 25 percent managed
cae rae for next 15)

Lifetime maximum benefit: $100,000 per individua

Outpatient  Substance Abuse  Treatment  Program Two treatment programs
Maximum per program: $3,000

Outpatient Services

Outpatient Hospital ~ Services No limits

Outpatient Emergency Room Services* No limits

Physician  Outpatient ~ Services No limits

Lab and X-Rey Services No limits

Hospice Care No limits

Dentd  Services Covered for EPSDT-eligible recipients up to age 2 |
Vision  Services Covered for EPSDT-eligible recipients up to age 2 1
Home Health Care No limits

Pharmacy No limits

Durahle Medicdl  Equipment No limits

Medical  Supplies No limits

Emergency  Ambulance  Trangportation No limits

Nonemergency Ambulance Transportation Covered for EPSDT-dligible recipients and for Medicaid-

eligible recipients lacking accessible transportation

Other Clinic  Services No limits

v
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TABLE V.5 (continued)

source: Demonstration Application.

‘For TennCare enrollees who are chronically mentally ill and receiving services from the Department of Mental Health and Mental
Retardation, these limits do not apply.

®In July 1996, the TennCare Partners behaviora hedth care plan was introduced.

“The state proposed a $25 fee for nonemergency use, then reduced it to $6. HCFA could not approve this fee for the categoricaly needy.
The state eliminated this fee (it may never have been collected by hospitals anyway).

EPSDT = Ealy Periodic Screening, Diagnosis, and Treatment
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F. MANAGED CARE PLANS AND CONTRACTING
This section first describes the characterigtics of the MCQOs in TennCare. Next it discusses them in

the context of prior managed care. Then it discusses the contracting process, state monitoring, MCO

enrollment characteristics, and plan financid solvency.

1. Summary of MCOs

The dtate contracted with 12 MCOs, of which two operated statewide in the first 18 months of
TennCare. These two MCQs include dmost three-quarters of TennCare enrollees. The two MCOQs are
Blue Cross/Blue Shield (50 percent of enrollees) and Access MedPlus (24 percent).? Blue Cross/Blue
Shield is classfied as a PPO and operates a discounted fee-for-service plan without primary care
gatekeeping.* Access MedPlusis an Independent Practitioner Association (IPA) model HMO and was
the only MCO to have Medicaid managed care experience before TennCare (it operated as Medicaid Plus).
Of the remaining 10 TennCare MCOs, the three largest are PPOs (Hedth Net, OmniCare Health Plan, and
Preferred Heelth Plan); they have 17 percent of the enrollment among them. Of the remaining seven plans,
sx are HMOs, and four are offered in only one region; these seven plans have 9 percent of the TennCare
enrollment among them. Table V.6 ligs the 12 MCOs and shows their type, tax status,.enrollment, and

how many of the sate€'s 12 regions they are offered in.

2. Managed Care in Medicaid

TennCare introduced managed care into a state with little managed care and a Medicaid program that
was primarily feefor-service. Eleven HMOs operated in Tennessee before TennCare, only one of which
covered Medicaid enrollees (Access MedPlus). Three of those HMOs opened TennCare plans. Access

MedPlus, Prudentia, and John Deere/Nationa Heritage.

#All enrollment figures are as of April 21, 1995.
30pPQs are not required to offer primary care gatekeeping until January 1, 1997.
163



SUMMARY OF MCOs IN TENNCARE

TABLE V.6

Percent of
Number Operdting in Enrolless in
of Percent of How Many ItsMarket

Pan Type Tax Status’ Enrolless Enrollment Regions? Area
Blue CrosyBlue Shidd of Tennessee PPO For-profit 614,613 49.6 12 (Satewide) 496
Access MedPlus HMO Non-profit 293,069 236 12 (Statewide) 236
Hedth Net PPO Non-profit 76,915 6.2 4 209
OmniCare Hedth Plan PPO Non-profit 70,918 57 2 18.8
Preferred Hedth Partnership PPO For-profit 63,033 5.1 5 134
TLC Family Care Hedth Plan* HMO® Non-profit 36,158 29 1 (Memphis) 14.1
Phoenix Hedth Care* HMO For-profit 36,173 29 10 33
John Degre Hedth CareHeritage
Nationa Hedth Plan HMO For-profit 17,801 1.4 5 38
Vanderbilt Hedth Plans Community HMO* For-profit 12,856 1.0 1 (Nashville) 105
Cae

adential Community Care HMO For-profit 8,155 0.7 1 (Memphis) 32
['otal Hedth Plus® HMO' Non-profit 6,436 05 1 (Knoxville) 9.3
TennSource* PPO For-profit 3934 0.3 1 (Knoxville) 5.7
Total - - 1,240,061 100.0 12 -

Sources:  TennCare Bureau reports dated April 2 1, 1995. Second and third columns from MCO contacts, ™

*Newly formed to take part in TennCare.
“Tax datus as of 12/31/95. Hedth Net and OmniCare have since changed to for-profit status.
"Based on the Regiond Medica Center and the University of Tennessee medicd group.

‘Operating statewide as of July 1, 1995.

‘Owned by Vanderbilt University Medica Center.

*Owned by the University of Tennessee, Knoxville, but purchased by Blue Cross/Blue Shield October 1, 1995.
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Four of the seven participating HMOs were formed especialy to take part in the demonstration.
These new HMOs were TLC Family Care Health Plan, Vanderbilt Hedth Plans, and Total Health Plus,
each of which was sponsored by a mgor teaching hospitd (The Med, Vanderbilt, and the University of
Tennessee, Knoxville), and Phoenix Health Care. Among the five PPQOs that participate in TennCare, four
(induding Blue Cross/Blue Shidd), had existing PPO plans (TennSource, a smdl plan loca to Knoxville
was new).

TennCare contracts with the 12 MCOs, each of which receives a capitation payment to cover dl
Medicaid covered services for members except for long term care services. The MCOs must dl provide
primary care gatekeepers by January 1, 1997, but at the start of the program some PPQOs (notebly Blue
CrosyBlue Shield) did not do so.

3. The Contracting Process and Key Contractual Conditions

The state offered enrollees a choice of MCOs throughout the state. Early in the design phase, the state
enliged Blue Cross/Blue Shidd to offer a satewide plan and held discussons with other plans to
determine thar interest in participating in TennCare. Instead of formally requesting a proposdl, the state
put out the word that it was interested in receiving proposas from MCOs to participate in TennCare.
During a 3- to 4-month period after the demonstration application was filed, MCOs discussed contractual
conditions with the state. After the Sate drafted the find version of the contract (one version for HMOs
and one for PPQs), it was nonnegotiable. On November 29, 1993, the state executed contracts with 12
of the 20 MCOs that were considering TennCare participation. Some of the 20 potentid MCOs dropped
out because they considered the capitation payments set by the state to be too low, other MCOs did not
want an 18-month contract, and the state declined to contract with some MCOs because of concerns about
their finencid ability.

Two types of MCOs contracted with the state, and each type signed a different contract.  Seven

HMOs (induding staff, IPA, and network models) contracted with TennCare. Five PPOs contracted with
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TennCare; these are plans that use a restricted network of providers who accept discounted fee-for-service
payments. A key difference between HMOs and PPOs was that the latter were not required to have
primary care gatekeepers for the first 3 years of the program. Furthermore, because the HMOs accepted
full risk, their contracts did not limit their administrative codts or profits. Because PPQs shifted risks to
providers, their contracts limited administrative fees to 10 percent of their TennCare revenues and required
savings on PPO operations to be shared. The PPO can keep 5 percent of savings but must share 5 percent
with the providers and 90 percent with the TennCare Bureau. The PPQs are liable for any excess of
adminigtrative costs. TennCare does not offer reinsurance to the MCOs, athough some have chosen to
purchase it themsdves.  All but two of the plans initidly signed 18-month contracts; the two statewide
plans (Blue Crossy/Blue Shield and Access MedPlus) signed 5-year contracts.* Eighteen months after
implementation, dl 12 MCOs renewed their contracts (the two 5-year contracts were also renegotiated).
Since then, Total Hedth Plus (a smal plan that lost 20 percent of its enrollment during the open enrollment
period at the end of 1994) was purchased by Blue Cross/Blue Shield, and Phoenix Hedlth Care became
adaewide planon duly 1, 1 995

The participation of FQHCs was encouraged, but not mandated, by the terms and conditions of the
demongtration. The terms and conditions specified that the state must require MCOs to contract with
FQHCs. However, MCOs that could demonstrate to HCFA that they had adequate capacity and range of
sarvices to treat vulnerable populations could be rdieved of this requirement. The terms and conditions
further stated that MCOs should pay FQHCs either a risk-adjusted capitation amount or on a cost-related
basis (however, the Medicaid requirement that FQHCs and rural health clinics should be reimbursed using
Medicare cost reimbursement rules was waived). The state encouraged MCOs to contract with FQHCs

and required MCOs that did not contract with FQHCs to justify themselves to TennCare.  Some MCOs

3'Plans hed to operate in one or more of 12 community hedlth aress designated by the Stete.
2By 1997, there will be four statewide plans, and al MCOs will have converted to HMOs.
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(for example, Prudential Community Care in Memphis) have not contracted with FQHCs. The MCO
contracts do not specify payment methods for FQHCs.  Some MCOs (for example, Blue Cross/Blue
Shield) pay FQHCs a discounted fee-for-service.

The dstate set different capitation payments for different categories of enrollees, but it paid dl MCOs
using the same set of rates, which averaged $1,213 per member annualy ($101.08 monthly) during the
first 6 months of 1994. The rates were based on historical costs of services trended forward. There are
different rates by age, sex (during childbearing years), and SSI disability status.3** The state discounted
these historica rates 15 percent for anticipated managed care savings, yielding an average rate of $136.75
per member, per month. The state further discounted the rates for charity care (an average of $27.96 per
member, per month in early 1994) and local government contributions (an average of $2.35 amonth in
ealy 1994). Findly, because plans are responsble for collecting deductibles and copayments from
enrollees, the state further discounted the rates to account for the expected coinsurance and deductibles
for each plan’s mix of enrollees. Table V.7 shows the resulting average monthly payment of $101.08 per
member. Severd MCOs have chosen not to pass the deductibles and copayments on to enrollees.*

MCOs are dlowed to transfer collection of copayments to providers.

BThese rates excluded the costs of long term care and disproportionate-share hospital payments, but
they included the costs of capita payments and graduate medical education payments.

¥Furthermore, according to the Generad Accounting Office, the annud rates were caculated using

the totd number of enrollees during the year as a denominator (Genera Accounting Office 1995b). This
did not take into account the fact that some enrollees had only partial-year enrollment.

3MCOQs that do not pass on the deductibles and copayments include Access MedPlus, TIC, and
Prudentidl Community Care. The amount of the deductibles, and the fact that, on average, only 16 percent
of their members have to pay deductibles and copayments, means that, for the smdler plans, it may not
be worth setting up a mechanism to collect the payment. For Access MedPlus, however, the amount of
income given up must be severd million dollars annudly.
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TABLE V.7

THE DERIVATION OF CAPITATION PAYMENTS
DURING TENNCARE'S FIRST 6 MONTHS

Monthly Rate Based on Average Monthly
Higtorica Costs® Adjustments Payment
Eligibility Caegory (in Dallars) (in Dallars) (in Dollars)
Age Under 1 Year $145.25
Age 1 to 13 Yeas 50.60
Age 14 to 44 Years (Male) 92.80
Age 14 to 44 Yeas (Female) 153.32 ¢
Ages 45 to 64 151.12
Ages 65 and Over 67.19
Blind and Disabled 315.74
Medicare Dud Eligibles 80.97
Weighted Average, All Categories 136.75
Average Locd Government
Deduction $2.35
Average Charity Deduction 27.96
Average Coinsurance and Deductible
Deduction 5.35
Average Monthly Payment to MCOs $101.08

Source:  Contract between the state and the MCOs.

NOTE: The rates increased 5 percent on July 1, 1994 and 5 percent on July 1, 1995. The state
approved an additional 4.5 percent rate increase on July 1, 1995 for MCOs in compliance with
their contracts.

“These rates are based on historical costs trended forward, but include a downward adjustment for the
savings the state expected from managed care.
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The State increased the capitation payments by 5 percent on July 1, 1994 and on July 1, 1995, as
planned, to account for inflation. In addition, the Sate increased the rate 4.5 percent for MCOs that meet
contractual requirements during state fisca year 1995-1 996.

Capitation payments to MCOs are supplemented by arisk adjustment pool intended to account for
adverse selection. The state budgeted two adverse selection pools, each including $20 million in the first
year: (1) the “high-cost” pool, which was to compensate MCOs for enrollees who have expensive medical
conditions (as determined by selected diagnosis codes); and (2) the “adverse selection” pool, designed to
compensate plans for “high utilizers.” These two pools were subsequently combined. The state reported
to HCFA that it had disbursed $20 million for 1994 and $40 miillion for 1995 from this pool as of the
quarter ending December 3 1, 1995. MCOQs are not required to pass these payments on to providsrs.

TennCare aso supplemented capitation payments through payments from the unalocated funds pool
in the first year. The undlocated fund pool is what is left over in the TennCare budget after capitation
payments are made. The state expected a positive balance in 1994 because full program enroliment would
not be redized until well after the program was implemented. During the first year of the demondration,
payments from the pool went to both MCOs and providers. MCOs received $20 million to supplement
the costs of services during the first 30 days of care for uninsured or uninsurable TennCa;g enrollees.  This

payment was intended to account for the possibility of a backlog of health care needs in this population. 3¢’

%There were additiond payments from the unallocated fund pool in 1994. Providers received most
of the disbursements. medica education payments ($48.5 million); payments to essentia providers (such
as sole community hospitas, public hospitals, and community hedth centers) for rendering services to
individuas digible for TennCare but not enrolled (sometimes referred to as “Qudified Medicd BillS’)
($1 18 million); and payments for high-volume Medicaid and Medicare essentid acute-care hospita
providers ($50 million).

3n a letter to the state (dated June 21, 1995), HCFA gpproved additional payments from the
unalocated pool fund. The conditions of the letter were incorporated in the terms and conditions for
Year 2 of TennCare (dated September 22, 1995). HCFA agreed on a one-time basis to pay federd
matching funds for 100 percent of uncompensated care costs for two hospitals: (1) the Regiona Medica
Center in Memphis, and (2) Metro Generd/Hubbard in Nashville. HCFA required that $12 million and
$6 million, respectively, of the federal funds should remain with these two hospitals (to assure quality of
care for beneficiaries) and to dlocate the remaining federd funds to a one-time pool for payments to
medica inditutions for medica education.
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In addition to criticisms that the capitation payment amount was too low, some MCOs have asserted
that the enrollment numbers on which payments are based are inaccurate and congtantly changing. For
example, Vanderbilt Hedth Plans charges that 9.6 percent of enrollments change each month.  Some of
the changes add enrollees for prior months, meaning that the MCQOs have to cover the costs of people they
did not know were in their plan and whose costs they thus could not manage. However, the state observes
that many backdated additions result in payments for people who have not used services during the period,

which offsets the cogts of those who did use care in the period.

4.  State Monitoring of MCOs
a. Financal Oversght

Until January 1995, the state undertook only limited financid oversight of TennCare, particularly of
PPOs.*® The Department of Commerce and Industry had statutory responsibility but no oversight authority
for licensed HMOs. HMOs were reguired to submit audited annua statements to the department on al
business lines, induding TennCare. The only financid auditing was to assess whether HMOQs were
meeting the state's risk reserve requirements. The department had no authority to regulate PPOs, except
for their private insurance business. PPOs had only to report year-end financid results-to the department
within 9 months of the end of the caendar year; thus, the first financid reports from PPOs were not due
until September 1995. The comptroller’s office undertook MCO financid oversight for the TennCare
Bureau; it conducts year-end MCO audits for financiad solvency. Thefirst of these was being conducted

18 months after TennCare implementation, and no MCOs were found insolvent.

3¥The comptraller's office performed limited reviews of MCOQs in February and March 1994, with
follow-up reviews in September to November 1994, as part of a contract with the Department of Finance
and Adminigration. These were scheduled one- to two-day, on-dte reviews, following a checklist of
contractua functions such as timeliness of clams processing, quaity assurance, adequacy of provider
networks, and MCO collection of deductibles and copayments.
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One of the new governor’s campaign promises was to increase TennCare oversight, and his first
executive order in January 1995 did that. The TennCare Bureau was transferred from the Department of
Hedth to the Depatment of Finance and Adminidration, giving the commissoner authority over
TennCare. The governor established and funded a new divison within the Department of Commerce and
Insurance (under a new deputy commissioner) with responsibility for overseeing MCO finances and
viability. This new divison conducts ongoing review (including on-site MCO reviews by certified public
accountants severd times a year) to assess compliance with contractud requirements; the comptroller’'s
office will continue to conduct year-end audits. As of May 1995, the new deputy commissoner was

ases3ing the need for additiond requirements and pendties if MCOs did not meet requirements.

b. Quality-of-Care Oversight

The terms and conditions of the demonstration specified three state responsibilities related to quality
of care: (1) implementing an annual consumer satisfaction survey, (2) ensuring adequate network capacity,
and (3) developing interna and externa audits to monitor MCO performance.® The state has conducted
annua consumer satisfaction surveysin August 1994, September 1995 and September 1996. The 1994
survey showed that 57 percent of TennCare heads of households considered the quality of care they recelve
as excdllent or good, whereas 71 percent of al Tennessee heads of households considered the quality of
care they receive as excellent or good. In 1995, however, the proportion of TennCare heads of households
that considered their care excellent or good had increased 9 percent over 1994, to 62 percent. For al

Tennessee heads of households, this proportion had not changed and was till 71 percent.®

HCFA specified conditions of adequate access in an atachment to the terms and conditions. The
terms and conditions aso required the state to submit for federa approva alist of qudity indicators and
methods to be used in internd quality monitoring.

“The survey showed similar results for children: 71 percent of TennCare households in 1995 thought
the care their children received was excellent or good (up 6 percent from 1994), whereas 79 percent of all
Tennessee households thought their children’s care was excellent or good (no change from 1994).
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The TennCare medica director and his staff approved the networks (and the MCOs’ continuous
quality improvement plans) before the MCO contracts were signed, and the comptroller's office reviewed
the networks during their initid limited on-site review. TennCare uses the GeoAccess™ software
quarterly, to assess network adequacy, both on an ongoing basis and when an MCO makes changes in its
network or expands into a new region. The principa network adequacy issues we encountered were the
loss of one-third of the Tennessee Physician Network (Blue CrosyBlue Shield's physician network) during
1994 because of the plan’s maingtreaming provision (athough most of these physicians had returned 18
months later) and the continuing difficulties physcians have getting referrds to surgeons. (These issues
are discussed further in Section G.)

The state contracted with an external quality review organization (EQRO) to review and improve the
MCOs’ internd quality assurance processes. the grievance procedure, the credentialing procedure,
adequacy of medicd records, and a quaity improvement/quality management program. During this
period, some plans were till developing their interna quality programs, and the EQRO was still making
recommendations for improvements after 18 months. During 1994, the EQRO worked with the MCOs
on two chart reviews: one on immunization and one on prenatal care. Immunization rates were lower than
the TennCare medical director hoped for, and most pregnancies started before TennCare began; therefore,
dthough the charts showed improved prenatad care, these results do not fully reflect TennCare
performance.* A quarterly meeting of the MCQOs with the TennCare Bureau was established at the

MCOs’ request to review the approaches to and results of the chart reviews.

“'Clinicians reported anecdota evidence that prenatal care was starting later under TennCare than
under Medicaid because there is no longer presumptive digibility (it appears that presumptive digibility
is not working as well under TennCare during the first 18 months as under Medicaid). As discussed in
Section D, these procedures have since been revised.
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c.  Marketing Oversight

Another area of MCQ performance the date is required to monitor is marketing. There was
widespread adverse publicity about the illegal and inappropriate marketing practices followed by one MCO
ealy on (for example, this MCO enrolled prisoners in a state jail who were not igible for TennCare). The
gate published marketing guideines in May 1994. These guiddines disdlowed such marketing devices
as offering credit cards (which were offered initidly by some plans), but till alowed some practices that
are not alowed in other states (such as door-to-door marketing and offers of life insurance).* Marketing
varies agreet ded by plan among those we visited, with strong outreach and marketing practices by the
satewide Access MedPlus and dmost no marketing by the smdl, Nashville-based Vanderbilt Hedlth
Plans. Affordable (now OmniCare) and Access MedPlus appear to have been more aggressive than others

in marketing before TennCare began, to ensure the market share they needed for financia reasons.

d. MCO Problems
Many of the plans were not ready to handle cdlams payment and other essentia functions

on January 1, 1994. Blue CrossBlue Shidd was a mgor exception; they began planning for

aJanuary 1, 1994 startup by setting up anew division and, in August 1993, hiring and training 300 new
or transferred employees and ingtaling a telephone system for customer service. Furthermore, thisMCO
was not changing adminigrative structures, and it dready had a statewide physician network and claims-
processing systems. At the opposite extreme was Access MedPlus, whose structure and size changed
dramatically. It had to develop a statewide provider network. It had planned for a maximum of 150,000

enrollees (athough it did not request a cap of this number) and received double that number of enrollees.

It did not make advance purchases of the telephone and management information systems it would need

until it was sure that TennCare would go ahead. Because the state compitroller’s early monitoring activities

“2Several plans offer additiond benefits to attract members, which gppear to be fairly important to
members, and some of those MCOs that did not initially are now planning to do so (TLC and Prudentid).
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sngled out Access MedPlus as not performing its clams-processing functions adequatdly, the date
contracted for an externa audit of the MCO in September 1994; the results of this audit have not been
published. The implication is that, although Access MedPlus was till not performing well, its performance
was not bad enough to terminate it. According to provider reactions to participating in Access MedPlus,
this plan was till performing poorly with respect to claims processing 18 months after TennCare began.
The chief executive officer of this plan told us that he fdt the plan was ill some months away from

performing at the leve it did before TennCare began.

5. MCO Enrollment Characteristics

As discussed, two plans, Blue Cross/Blue Shield and Access MedPlus, dominate enroliment in
TennCare. Thethird largest plan is Hedth Net (with 6 percent of enrollment); in the regionsin which it
operates, Health Net has 21 percent of enrollment. In fact, it has higher enrollment than Access MedPlus
in three of the four regionsin which it operates (these figures are for April 1995).

The characterigtics of plan enrollees vary considerably. OmniCare has enrolled srikingly different
categories of members than the other plans; it has markedly more males age 14 to 44 than any other plan
(3 5 percent of its enrollment, compared with 14 percent across al plans) (see Table V. 8):~ In consequence,
it has smdler percentages of children under age 14 than the other plans (22 percent, compared with
29.4 percent for al plans); fewer blind and disabled (5.8 percent, compared with 13.1 percent across all
plans); and fewer dualy digible members (1.3 percent, compared with 12.1 percent across dl plans).
Because adult males are not normaly digible for Medicaid, it should not be surprising that 64 percent of
OmniCare’s enrollment is in the uninsured/uninsurable category, compared with 36 percent across dl
plans. The university-based MCOs--Vanderbilt Hedth Plans Community Care, TLC Family Care Hedth
Fan, and Total Hedth Plus-have exactly the opposite pattern of enrollment. For example, Vanderbilt
Hedth Plans (with only 1 percent of total enrollment) has above-average enrollment of infants and children
(35.5 percent) and blind and disabled (17.0 percent) and fewer 14~ to 44-year-old males (9.4 percent).
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TABLE V38

ENROLLMENT BY PLAN, BY CATEGORY OF ELIGIBILITY

(April 21, 1995)

Percent
Percent Percent
Uninsured/ Medicaid <] Mades Femdes Dud Blind and
Plan Uninsurable Eligible Year I-13 14-44 14-44 45-64 65+ Eligible Disabled Total
Blue Cross/Blue Shield of
Tennessee 36.9 631 26 256 139 21 82 08 134 133 614,613
Access MedPius 293 101 27 293 119 226 6.3 07 121 144 293,069
Health Net 313 68.7 34 299 121 219 65 08 139 114 76,915
OmniCare Hedth Plan 67.7 323 17 203 354 230 109 1.7 1.3 58 70,918
Preferred  Health  Partnership 40 8 59.2 23 246 144 21 89 08 128 141 63,033
TLC Family Cae | {ealth Plan’ 244 156 32 326 105 2217 56 08 99 146 36,158
Phoenix Hedlth Care 360 64.0 26 215 127 211 13 09 94 126 36,173
John Deere Hedlth Care'l leritage
National Health Plan 354 64.6 22 274 [-.2 235 59 06 116 115 17,801
Vanderbilt Hedlth Plans
Community Care® 26 114 27 328 94 233 39 07 10.2 170 12,856
Prudentid  Community Care 29.7 703 4.0 289 85 282 57 11 75 16.1 8,155
Total Health Plus 26.9 731 2.7 215 118 21.0 55 06 134 175 6,436
TennSource 294 706 19 250 173 190 65 07 146 150 3934
Totdl 36.0 64.0 26 26.8 144 25 76 08 121 131 1,240,061

Souree: TennCare Bureau report dated April 21, 1995,

‘Based on the Regiond Medical Center and the University of Tennessee medical group.

®Owned by Vanderbilt University Medica Center.

‘Owned by the University of Tennessee, Knoxville, but purchased by Blue CrosyBlue Shield October 1, 1995.



Moreover, it has only 22.6 percent of its enrollment in the uninsured group. The other two university-
based MCOQs have patterns of enrollment similar to, but less extreme than, that of Vanderbilt Health Plans.
The first opportunity for enrollees to change plans after initid enrollment was in November 1994.
Only two plans (Blue Cross and Hedlth Net, the largest and the third largest) gained members overal.
Statewide, Blue Cross gained at the expense of al the other plans (its enrollment increased by 10 percent).
Access MedPlus lost 8 percent of its enrollment statewide, but it gained at Blue Cross expense in Shelby
County, where it has long been established as a Medicaid HMO. Hedth Net gained in the South Centra
area, and more or less retained its market in the three other regions in which it operates (averaging atwo
percent gain). John Deere had the most sgnificant losses proportiondly (athough this is a very small
plan). Totd Hedth Plus, the second smdlest plan, lost 20 percent of its enrollment; Blue Cross/Blue
Shied bought it in 1995. The open enroliment period was passive in that people not wishing to change

plans did not have to send in a ballot; only about 10 percent chose to change plans.

6. Managing Care

The extent of managed care practices in TennCare is varidble across MCQs,  In a sample of five
MCOs that we vigted (Blue Cross/Blue Shidd, Access MedPlus, TLC Family Care Hedth Plan,
Vanderbilt Hedth Plans Community Care, and Prudentid Community Care), al of which are HMOQs
(except Blue Cross), the practices range from utilization management only (Blue Cross) to primary care
gatekeepers, plus primary care case management for sdected patients. All plans use utilization
management, which includes both retrospective review of the appropriateness and patterns of service and
concurrent review of hospital stays.  All the HMOs use primary care gatekeepers, that is, they assign
members to a physician or midlevel practitioner who provides primary care. Enrollees can only receive
specidty care if their primary care gatekeeper refers them. Two HMOs use additional case management
for sdlected conditions: Access MedPlus case manages pregnant women, and Prudentia case manages
selected chronic-care patients. Case management encompasses a variety of approaches, such as telephone
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cdlsto remind members of gppointments and monitoring calls to check on their hedth atus.  As noted
earlier, most TennCare enrollees are in PPOs that are not required to use primary care gatekeepers
until Jenuary 1, 1997. Blue Cross/Blue Shield was piloting some primary care gatekeeper models during
1995 but was having difficulty persuading enrollees to volunteer.

Among the HMOs, which use primary care gatekeepers, the plan usudly assigns patients to
gatekeepers initidly, with enrollees having the right to change immediately. This is the modd followed
by Access MedPlus, whose enrollees may subsequently change physicians once a year. Vanderbilt Hedth
Fans dlows multiple changes of primary care physician per year, as does TLC (unless they are
“unreasonable?), and Prudential asks enrollees to select a physician a the heath center they chose. TLC
also assigns some patients who have complex problems (such as sickle-cell anemia or HIV infection) to
specidists as primary care gatekeepers.

The state delegated patient education about managed care to the MCOs and undertook no outreach
or education in the first 18 months of TennCare. The plans themsalves have been variable in the amount
of education they provide or outreach they undertake. Among the five plans we visited, Access MedPlus
described the most extengve activities. For example, it trained 37 outreach workers in urban areas and
sends them door-to-door to provide education (such as reminding people to use théir primary care
gatekeeper instead of the emergency room for primary care). Providers were very critica of the generd

lack of patient education in managed care.

7. Plan Financial Solvency

Eighteen months after TennCare began, al of the plans were still operating, and none of the plans had
been determined nonviable by the comptroller’s office (a few months later, the second smallest was bought
by Blue Cross/Blue Shield). However, some of the plans reported to us that they lost money in the first
year. Of the five plans we visited, Blue Cross, TLC, and Vanderhilt reported that they lost money; Access

MedPlus and Prudentia reported that they made a little money (they were both close to breaking even).
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For the two plans that aso have a commercid product (Blue Cross and Prudentid), the alocation of

administrative costs to the TennCare or commercia plan partiadly determined the loss or gain. However,
Vanderbilt’ s costs exceeded its TennCare revenues by 20 percent, and TLC' s costs exceeded revenues
by 8 percent. Net incomeis aso available for 1994 for two other HMOs (Totd Health Plus and Phoenix
Hedth Care); the former lost money, and the latter barely made money (Tennessee Managed Care 1995b).
All the MCOs believe that it istoo early to tell whether it will be possible to make money in the long run;

however, they all stressed that their continued participation depended on TennCare raising the capitation

payments more than the planned 5 percent per year.

G. PROVIDER RELATIONS AND PARTICIPATION

At implementation, many providers continued to see patients without knowing which MCQs the
patients belonged to and without any assurance that they would be paid. Thus, they faced amgor change
in medica practice under difficult circumstances. This section is based on discussons with hospitds,
physicians, FQHCs, provider associations, public hedlth departments, and a focus group of physiciansin
Memphis.® Appendix E presents a summary of the physician focus group. Though most of the providers
we met with accept TennCare in principle, their early experience leads them to be highly critical of it
compared with Medicaid. Ther interpretation is that TennCare was intended to incorporate a tax on
providers (to replace the hospital provider tax that ended as TennCare began). Thisis aredidtic view,

given the charitable contribution explicitly incorporated in sate financing of TennCare.

1. Provider Networks
The adequacy of the provider networks was a mgor issue at implementation and has been the focus

of continuing state attention. However, after 18 months, TennCare still has most of the providers it started

“We met with representatives of 6 hospitals and 3 FQHCs, met with 3 rurd and 10 urban physicians,
and talked to representatives of two public health departments by telephone.
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with, and the physician networks have increased over those available at startup. The network issues thet
concern MCOs, primary care physicians, and hospitds are (1) Blue Cross/Blue Shield' s loss of one-third
of the Tennessee Physcian Network initidly (because the physicians objected to the mainstreaming
provison), (2) inaccurate network lists, and (3) continuing difficulties getting referrds to specidids.

The Blue CrosyBlue Shield problem was largely self-resolving. Most of the physicians had rejoined
the network by the end of the first year, dthough many of our respondents questioned how many of the
network physicians actualy accept TennCare patients.

At the start of TennCare, when the MCOs’ network lists first became available, it was clear that some
lists were full of errors and others were inadequate to serve the number of members plans had enrolled.
Since February 1994, the state has been reviewing the provider networks (as an element of state oversight
of plans) and working with plans to improve them. When Health Net had too few physicians in its network
in one region, the date dlowed it to establish networks by county within the region, instead of for the
region as awhole, and to enroll patients in the counties where it had adequate networks. However, the
date' s network adequacy evauations look mostly at geographic distance of members from physicians,
rather than at whether the providers in the network accept TennCare patients and how much excess
capacity they have to accept additional patients. “

We spoke with providers in Memphis and a nearby rural area whose main worry about TennCare was
the difficulty of getting specidty referrals. The difficulty is most pronounced for access to surgeons,
especialy neurosurgeons and orthopedic surgeons, none of whom want to accept TennCare patients.
Physicians spoke of prolonged periods on the telephone trying to persuade other physicians to see their
patients. One Memphis hospital indicated that, in an attempt to put counter-pressure on the specialists who
are not participating in TennCare, it was consdering making it a condition of admitting petients to its

hospita that physicians accept TennCare patients.
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Perhaps because of the excess supply of hospital beds in Tennessee, most hospitals are participating
in TennCare, and none of the hospitals we visited had dropped out of TennCare after 18 months, athough
some were limiting their dedlings with inefficient plans. FQHCs and public hedth departments are
paticipaing in TennCare. The Memphis Public Hedlth Department is a mgjor participant in TennCare,
with gx primary care dlinics, while the West Tennessee County Hedth Department’s participetion is
limited to dentdl and Early Periodic Screening, Diagnosis, and Treatment services, These providers dl

participate in Access MedPlus, and some aso take Blue Cross/Blue Shield and other MCOs’ petients.

2. Adequacy of Payment Methods and Levels

The principal provider payment issues in TennCare are (1) low payments by Blue Cross/Blue Shield
to all types of providers, (2) dow rates of payment by Access MedPlusto dl types of providers except
public hedth and community hedth center providers in Memphis (long-time members of this plan’'s
network), and (3) high rates of denia of providers clams. The specific method of payment and the level
of payment, athough important for particular providers with respect to specific MCOs, was in genera less
important to them than getting timely payment. Hospitals reported large increases in their days in net
acocounts receivable since TennCare began, because MCOs pay more dowly than the state did under
Medicaid. Hospitals also deplored the loss of graduate medica education and disproportionate-share
payments. The state has responded to the timely payment problem by placing more stringent requirements
on the MCOs to make timely payment in the new contracts.

Payment methods vary widely both across MCOs and within MCOQs for different types of providers.
For example, Blue Cross/Blue Shidd generdly pays heavily discounted fee-for-service, even to FQHCs
that recelved cost-based reimbursement under Medicaid; it pays hospitals on a diagnosis-related group
basis. Access MedPlus pays hospitals on a per-diem basis and pays primary care providers through age-
and gender-adjusted capitation rates (with an annua risk limit of $7,500 per patient); primary care
physicians we spoke with considered these rates good.
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All hospitals are having problems with high rates of denial of claims by the plans, which they consider
a hidden cost of participating in TennCare.* A principa cause of denid by Blue Cross/Blue Shield is lack
of timdy filing. (Blue Cross requires clean clams to be filed within 90 days, providers have difficulty
complying with this when enrollment information is inaccurate.)® Another problem is denia of emergency
room service clams by many plans on the grounds that they were not emergencies (hospitals would then
usually be paid et the primary carerate). This problem arises because MCOs base denid on diagnosis,
whereas hospitals base service on the need to rule out more serious problems. Many hospitas have triage
systems in place in the emergency room, some predating TennCare, and they expect the plans to accept
the results of their triage process. Across the state, providers complained bitterly about high rates of
denials (as wel as dow payments) by Access MedPlus.* For example, one provider criticized Access

MedPlus for inexplicable and multiple causes of denid thet are too expensve to follow up individualy.

3. Provider Actions

The state anticipated that there would be some changes in the market as a result of the major changes
brought about by TennCare. If change is to occur, respondents suggested that long-term, planned provider
closures are better for patients than overnight closures.

Le Bonheur Children’s Hospitd in Memphis provides an example of a provider with unusua market
power adjusting to the changes brought about by TennCare. Before TennCare, the hospitd was paid
9] percent of its costs for Medicaid services (when graduate medical education and disproportionate-share

payments were included). Payments by TennCare MCOs have been dow, and the hospital reported that

“One hospita in Memphis has required plans to post performance bonds before it accepts their
patients.

“The state contract with Blue Cross/Blue Shield was revised after 18 months to require a clean claim
filing period of 120 days.

“Access MedPlus has good relationships with its traditiona providers in Memphis that it is able to
pay rapidly.
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payments cover only 67 percent of costs and that days in accounts receivable leapt from 67 before to 207
days after TennCare implementation. The hospitd took action in April 1995 to collect the $11.5 million
the MCOs owed it. The hospital, recognizing its market power as the sole children’s hospita in the region,
told the plans that unless they met the following requirements, their patients would be seen only on a fyli-
charge basis. The plans were to pay the hospital a new rate that blended acute and chronic care; the plans
were to pay periodic interim payments with timely reconciliation; the plans were to accept the hospitd’s
emergency room protocols and not refuse to pay for services on the bags that they were not true
emergencies, and, findly, the plans had to demonstrate fiscal soundness by posting performance bonds.
The last requirement was because the hospital believed that its receivables were a risk, especialy from
Access MedPlus. The hospital believed that the plans did not understand their liabilities and thus were not
operating soundly. The MCOs grudgingly accepted these terms.

The state government promised providers that they would not suffer under TennCare. The Regiond
Medicd Center (“The Med”) in Memphis, however, is an example of a safety net provider that may not
be able to adjust to the changes brought about by TennCare. It continues to be in afinancid criss. The
Med was heavily subsidized under Medicaid, through both disproportionate-share payments and its city
subsdies, dthough it continues to receive the city subsdies for providing indigent care it lost a mgor
source of income when disproportionate-share payments ended with the start of TennCare. The Med is
now much more dependent on direct service payments, and it believes that the payments it receives from
MCQs are too low because it has adverse patient selection (athough this will probably be somewhat
reduced as a result of the recent closure of the coronary care unit). Like Le Bonheur, The Med is 4l
trying to get paid by the MCOs for services provided. There are two aspects to this problem: (1)
disagreements about TennCare enrollee eligibility between The Med and the plans, and (2) slow payments
(an increase in net days in accounts receivable, from 63 in 1993 to 129 as of November 1994). The Med

stopped taking nonemergency Access MedPlus patients in June 1995 as a result of slow payments by this
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plan. In a settlement of first-year federal funding between the state and HCFA, The Med received a direct
grant of $12 million to recognize the mgor adjusments it is making and to protect access of vulnerable
Memphis populationsto care. Thus, The Med's problems result both from high costs due to TennCare
gart-up problems and its patient mix. An advisory council set up by the mayor of Memphis reviewed The
Med's finances and operations and concluded that The Med's problems are not caused by inefficiency (The
Med Advisory Council 1995). Unless it changes its patient mix (which is antitheticd to its mission) or

receives increased payments, The Med will continue to lose money under TennCare.

4.  Other Provider Issues

Hospitals, FQHCs, and physicians al complained about the increased ‘ adminidtrative cogts to them
of TennCare, compared with Medicaid. These codts include the communication costs of checking
eligibility, getting exceptions to the prescription formulary, and getting preadmission certification, activities
that many providers stated had required them to increase their staff. Another increase has been in claims-
processing costs, these costs have increased because many providers contract with more than one MCO
(and MCOs have different procedures) and because they have had to process or adjust clams manualy
(because of Access MedPlus’ inability to handle claims in this period). Physicians dso complained about
thelack of dinicd training of the MCO gaff members who handle dinicd cals (such as cdls concerning
prescription drugs) and who thus waste their time. A widespread provider complaint was the high cost
of MCO advertising, which they see as money diverted from clinical services. And finaly, most providers

complained about inadequate managed care education by the state and MCOs.*’

H. CONSUMER VIEWS
This section is based on two focus groups of low-income consumers (one in Memphisand onein a

nearby rural area) and one focus group of disabled consumers (in Memphis). Nineteen consumers

“"The State reportsthat it is working on a clearinghouse in response to these concerns.
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participated, not enough to generaize from but enough to suggest avenues for future evauation. (See
Appendix F for a full summary of the focus groups) The level of consumer satisfaction with TennCare
among focus group participants was fairly high, and the rura participants seemed more satisfied with the
care provided by TennCare than the participants in Memphis. Disabled consumers, dthough generdly
satisfied, had particular concerns, some of them thought Medicaid was better than TennCare because it
had dlowed more physician and hospital choice. Despite their generd satisfaction, the consumers
identified problems with TennCare administration, physician choice, physician qudity, prescription drug

coverage, dental access, and access to primary care physicians.

1. Enrollment into TennCare K

The consumers had heard about TennCare from a variety of sources, including health care providers,
television advertisements, Department of Human Services caseworkers, an employer’s insurance benefits
coordinator, and a recruiter for one of the plans. Some of these sources were insrumentd in enrolling the
consumers in TennCare. Severa of the urban consumers who had been in Medicaid before TennCare said
that they had been switched over automaticaly with little problem, athough some had found enrollment
confusng. Comments on the caseworkers who handle digibility were mixed. One Memphis consumer
sad a casaworker had not read the materids describing digibility. The rurd focus group participants,
however, had dl received help in enrolling from the Department of Human Services outreach worker a
the hospital (this included two in the expansion group) and considered her extremely helpful.® The state
hed deliberately tried to keep the casaworkers neutra in the question of plan choice.

Many of the consumers did not choose their plan a startup, athough 18 months later consumers

understood much more about the enrollment process and the choices they could have made than they had

“These participants in the focus group were selected because they were known to the Department of
Health Services outreach worker, however, so we cannot assume that everybody in the county had access
to her.
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a the time of startup. Some were not satisfied with the plan assignment and had changed plans, however.
For example, one consumer said that she changed because no doctors took Blue Crosy/Blue Shield. The
loca Department of Human Services outreach worker had advised the rurd focus group participants to
ask their physician about which plan to choose (there were only two choices for this group--Access
MedPlus and Blue Cross). Severa focus group members had changed plans at open enrollment in 1994,
and others were considering changing plans in October 1995 (either to get a doctor who participated in that

plan or to get extra benefits offered by some plans).

2. Primary CareProviders

Mogt of the consumers were fairly satisfied with their primary care physicians, dthough there were
exceptions. One disabled consumer had to change physicians when he enrolled in TennCare because his
previous physician (a specidist who saw him for al his needs) did not participate in TennCare. He
frequently needed specidigt atention for pain management but had to get areferrd from his primary care
physician for every specialist visit. In addition, this primary care physician was in an area he did not like
togoto. Another consumer said that a doctor had given her the wrong treatment, and another explained
that, after changing physicians, she was told to administer medications differently.to her child. One
consumer spoke of an uncaring physician who gave her prescriptions when she wanted a physical; she had
complained about him to her plan. On the other hand, another consumer specificaly said she did not fed
discriminated againgt because she was a TennCare enrollee, and another praised the care her child
received.

Some consumers had selected their primary care physician; others had been assigned a physician by
their plan (either because they did not realize they had to choose one or because the plan had assigned an
interim physician whom they could change during a limited follow-up period). The urban low-income
focus group members least often chose their own doctor; only two out of seven had done so. By thetime

of the focus groups, the consumers understood that TennCare was about limited choice of physicians.
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(They commented that the lists of doctors made it look like there is a choice, but it's more an appearance
than a redlity, because when you call they won't necessarily take you.) Some consumers till did not know
how to change primary care physicians, however. For example, the mother of a child assigned to a genera
practitioner instead of a pediatrician wanted to change physicians but did not understand how to; the other
focus group members offered her alot of advice about how to change.

The participants fdt that access to primary care physicians (gppointments and travel times) was
generdly satisfactory. Mogt said that appointment waits ranged from 1 to 5 days, dthough a few
complained of long waits for appointments (more than 2 weeks). One consumer with tonsillitis wes told
by her physician’soffice that she would have to wait severa days for an gppointment, so she went to the
emergency room at Methodist Hospita. Methodist Hospita was able to get her an gppointment with her
physician for the next day. Two consumers complained about the location of the physician (one was a long
travel time out into the suburbs from center city and another was the opposite). One-haf of the disabled
group was unaware that transportation to medical care was available. In the low-income group, however,
there was a greater awareness of transportation availability: some said thet their plan offered ataxi service,
and others said that their clinic offered one. Several had used it. One pregnant women was using the taxi
sarvice to get to her regularly scheduled prenata appointments. Most of the consumeré however, had a
car or could get somebody to take them to an appointment.

Several consumers discussed problems they had getting prescription drugs and finding a dentist to
accept them or their children. Some of the prescription drug problems were ones from early startup that
had since been resolved. Others were more serious, such as having problems with the drugs on the
formulary, which were different from what the patient was used to. One participant complained about the
financid hardship of having to pay up front for her husband's TennCare prescription drugs and then get

reimbursed by her plan.
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3. Access to Specialists

The consumers understood that they had to have a referrd dip from their primary care physician to
see agecidig (unless they were in Blue Cross/Blue Shield), but they were not aware of the efforts the
physicians undertook to get these referrals. Most consumers were satisfied with their access to speciaty
care (an exception was the disabled consumer mentioned earlier who had trouble accessing a specialist for
pan management). The members of the disabled group in Memphis were anxious about what would
happen to their access to specialty care if The Med closed. They were extremely happy with The Med and
the specidigs there, used The Med in emergencies regardiess of which plan they were in, and were very
critical of Access MedPlus (which they had heard had not been paying the hospitals and thus was causing

financia problems a The Med).

I. OTHER VIEWS
1. Advocacy Organizations

Some consumer advocacy organizations have been actively supportive of TennCare, at least during
the pre- and early implementation periods. They saw it as a program that could improve access to care and
quality of care for the uninsured, while improving the bendfits of Medicaid-digible people. Consumer
advocacy organizations reported that their comments to the state on TennCare Were acted on during the
pre-implementation phase. Over a 6-month period leading up to implementation, consumer advocates met
biweekly with state officials to talk through how TennCare would handle specific issues. Not all advocacy
organizations were involved in these discussons, some were limited to asssting their members to choose
plans.

Eighteen months after the beginning of TennCare operations, the consumer advocacy organizations
were identifying problems that they wanted the state to deal with. However, they were waiting to see how
the new gtaff (especidly the new TennCare Bureau chief) would handle the problems before applying
pressure for their resolution. Areas that consumer advocates identified as needing improvement include
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(1) access to care for the disabled population, (2) the grievance process, (3) the information flow from the
state and MCOs to consumers (for example, with respect to whether a person is enrolled and with which
MCO and premium notices), and (4) the fluctuations in MCQ policies related to prescription drugs and

durable medica equipment.

2. Legislators

Legidators did not fully understand the future impact of TennCare legidation. That is, they were
relieved when the governor proposed TennCare as a solution to the well-publicized Medicaid budget crisis
because it meant that the politicaly unpopular provider tax did not have to be renewed. Now that they
have seen the results, some legislators are concerned that the state has passed too much responsibility to,

and not retained enough financid oversight of the MCOs.

3. Provider Organizations

Once the implications of the governor's new program became clear, the Tennessee Medica
Association opposed TennCare vigoroudy. The association represents about 6,700 physicians in
Tennessee, excluding osteopathic physicians but including students.  About 80 percent provide patient
cae, Initidly, the association supported TennCare, but after it saw the demonstrati'(;n gpplication and
understood the Blue Cross mainstreaming provision, it took legal action against the state to stop TennCare
from being implemented. In an apped of a ruling in favor of the state, the Tennessee Medical Association
was told it should have sued the MCOs. Eighteen months into TennCare, the association accepts that
TennCareis here to ay; it hoped that the new administration would make adjustments to TennCare to
improve operations and put more money into the system so that physician payments would incresse,

The gate had planned to implement a behaviora-hedth program for the Severdy and Persgtently
Mentaly MII (SPMI) just 18 months after startup. During the planning phase for a July 1995

implementation, the Tennessee Association of Mentd Hedth Organizations (representing the community
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mental health centers) opposed the SPMI startup because of concerns about the financing of the program
and adequacy of the networks that the behaviord-hedth organizations (BHOs) were developing.
Subsequently, HCFA retied to give the Sate permission to start the SPMI program in July 1995 because

of the state's lack of readiness (the state had not approved the BHO’s provider networks).

J. DATA ISSUES

Like the other states in this evauation, Tennessee was initidly having a lot of difficulty preparing
encounter data that accurately reflected the services provided. It isnot clear (and may never be known)
to what extent al services provided to TennCare participants in the first year were actudly billed, given
the initial confuson. The problems the state faces include adapting its own processing programs from the
fee-for-service model Medicaid Management Information System and holding the MCOs to collecting data
of an adequate standard. The state can apply withholds to MCQ capitation payments until it receives
encounter data of an acceptable quality. It has aso enhanced its leverage over plan production of encounter
data by modifying the MCO contracts to keep withheld funds if the data problems are not solved after 6
months. It is clear, however, that some MCOs are having more difficulty than others and may need
technical assistance to provide accurate encounter data.

The state has also had some problems with its eigibility files. These files have had to be adapted from
Medicaid requirements to include additional information about category of insurance (to add the uninsured
and uninsurable and identify those who must pay premiums and the family unit), as wel as which MCO
the client is enrolled in and the dates of enrollment. These files are critica to ensure accurate capitation
payments to the MCOs each month.  There has been alot of criticism by the providers, MCOs, and
consumer advocacy groups about discrepancies between the state enrollment records and the MCO
enroliment records (which are generated from state records). Although duplicate enrollment records are
less frequent under TennCare than under Medicaid, these duplicates can result in people gpparently
enralled in multiple MCOs.
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K. LESSONS LEARNED

TennCare had considerable adverse publicity when it began, though, as the program has matured, this
has diminished. Nevertheess, while the scale of Tennessee' s problems may have been unprecedented,
smilar problems have occurred in other states with Section 1115 waivers. Tennessee's problems were
more severe in part because it implemented its demondration program only 6 months after it submitted
its demonstration application and implemented it al a once. In addition, Tennessee'sis by far the largest
of the recently implemented Section 1115 demonstration programs.

TennCare was gpproved and implemented in the shortest period of any of the three Section 1115
walver programs this report discusses. HCFA approved the demondtration 5 months after Tennessee
submitted an application for a Section 1115 demonstration to put its Medicaid population and an expansion
group of uninsured people into managed care. The state implemented the program just 6 weeks after
receiving waiver gpprova. This schedule was too short for adequate state and MCO planning, especidly
considering that the state had relatively little experience with managed care.  Not surprisingly, despite hard
work by state and MCQ daff, the information systems needed for smooth (and sometimes basic)
operations were not ready on the gart date of January 1, 1994. Information was hard to come by,
consumers were confused, providers delivered services without knowing whether or b;/’ﬂwhom they would
get paid, and the state was not ready to oversee MCOs.

One of the MCOQs (Access MedPlus), which enrolled about one-fourth of the TennCare population
across the state, illustrates the problems that many of the MCQs experienced to a lesser degree at startup.
Access MedPlus did not elect to cap its enrollment at the number it expected it could handle. Nor did it
purchase important capital items until HCFA had approved the demonstration, because it could not bear
the financid risk of purchasing new systems that it might not need. Thus, it had double the volume of
enrollees it had planned for and could not process provider claims. With alonger planning period, there

would have been greater operationd readiness (dthough perhaps higher enrollment). However, dl dates
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moving rapidly to managed care have had problemsin the early years, so it is not clear that there would
have been no problems in Tennessee with alonger planning period.

Tennessee' s bold attempt to implement amgor program in a brief period has become a cautionary
but useful lesson to other states and also to HCFA. Other states considering demonstration applications
have recognized the necessity of careful planning, phased-in enrollment, early system development, and
MCO regulaion and monitoring. HCFA has been far more cautious about alowing Tennessee to expand
TennCare through capitating mental hedlth services to the SPMI populaion.  Approva for implementing
that expansion was deferred until April 1996 while HCFA determined that the State was indeed ready to
implement it.

TennCare Was designed by asmall team congsting of the governor, the commissioner of finance and
administration, and the Medicaid bureau chief. They conceptualized, planned, and implemented the design
with little outsde input. While this gpproach enabled the state to implement TennCare during a narrow
window of opportunity, it had two important weaknesses. Firgt, the lack of attention to provider opinion
resulted in increased antagonism from this sector. Second, the lack of knowledge about managed care led
to weaknessesin design.  Although the design team listened to providers views, thgre were no public
hearings, and the design did not incorporate many of the providers ideas. Furthermore, the mainstreaming
provison antagonized physicians and disrupted the physician networks in the early months of TennCare.
Some have argued, plausibly, that the lack of negotiation with the providers and the mainstreaming were
necessary to design and implement the program. Any discusson with provider groups would have
prolonged implementation and made it paliticaly less feasible, discusson might have derailed it dtogether
since providers would have demanded features incompatible with managed care or the state budget.
Nevertheless, Governor McWherter’s adminigtration (which designed and implemented TennCare) made

little effort after implementation to ameliorate provider antagonism by holding public hearings.
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The lack of consultation with managed care experts during design (perhaps partly because of limited
managed care experience in the state), together with the rapid implementation, resulted in continuing
problems with information systems that were modified from fee-for-service uses, as well as lack of
managed care education of consumers. These shortcomings dso led to overoptimigtic expectations
concerning the likelihood that the MCQs would implement responsible managed care without considerable
state oversight.

Perhaps the most important lesson was that the new governor eected one year after TennCare Was
implemented made no attempts to dismantle TennCare; on the contrary, he backed changes needed to make
it work in the long run. One of the firs moves the new governor made when he took office in
January 1995 was to invite testimony and recommendetions from the provider community for improving
TennCare. The new governor has acted on some of the recommendations put forward during these
hearings. Simultaneoudy, he made adminidrative changes to bolster state review of the TennCare
program, to ensure that the MCOs were providing the service they were contracted to supply. Despite
campaign promises, however, he did not remove the Blue Cross maingreaming provison, which the
medica community had hoped he would do. Thus, the demonstration is evolving in response to some of
the early problems and the initiatives of the new adminigration, dthough it istoo early t.o say whether the
program will become financialy sound and vigble for the long term.

TennCare required providers to adapt and change medical and administrative practices, as the system
changed from a largely fee-for-service Medicaid program to managed care. The change came abruptly
to a state with little managed care experience, and had cost impacts on some providers. Some of the cost
increases to providers were due to MCO start-up problems that were not al resolved after 18 months (for
example, initid problems with MCOs’ payment systems), and some of the cost increases were probably
permanent (for example, the adminidrative costs of communicating with multiple plans), Moreover,

providers were paid differently, and often less, under TennCare (although primary care practitioners may
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have benefited most from payment changes). An important measure of the cash flow impact of TennCare
is that a small sample of hospitals reported a doubling of the days in net accounts receivable under
TennCare, compared with Medicaid. A systematic approach to making transitional payments to ease the
necessary provider changes might have made for a smoother trangition but would not have diminated the
need for providers to make changes in their practices.

The state expected that the introduction of TennCare would result in changes in the health care market,
anticipating that some providers would close (after dl, TennCare put nearly one fourth of the state's
population into managed care). It planned only a one-year transitional period for extra provider payments,
however, and these payments were conditiond on low TennCare enrollment in the first year. Since
TennCare began, the major changes in the way providers are paid under TennCare and the reduced
amounts some of them receive for serving the TennCare population have led to concerns about the viability
of some safety net providers. For example, the Regiona Medicd Center in Memphis (The Med) has lower
revenue relative to before TennCare began and received a specia payment of $12 million in 1995 to assure
continued access for vulnerable populations. Some providers were unable to change the way they provide
sarvices as fast as the revenue streams have changed.

It takes time for organizations participating in a new program to understand how it works and how
to act on this information to adjust to the program and survive financially. Providersat first adopted a wait-
and-see attitude, but within 15 months of implementation, some had begun to act on problems (such as not
getting paid by the MCOs). For example, Le Bonheur Children’s Hospital in Memphis gave ultimatums
to dl MCQs it contracted with: they must pay what they owed and accept Le Bonheur’s conditions of
continued participation in the MCO. In the short run, this exploitation of market power was remarkably
effective; the hospitd received alarge proportion of what it was owed. Other hospitals were beginning

to consider whether they might use their market power to encourage specidists to participate in TennCare,
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given the severe problems generalist physicians were facing in getting referrals for services (many of which
would result in hospita admissions).

There has been inadequate managed care education by either the state or the MCOs. This gpplies both
to the initiad implementation and to ongoing operations. Although TennCare enrollees knew about the new
program from brochures received in the mail, television and billboard advertisements, and door-to-door
marketing, they did not necessarily understand their responsibility to choose a plan. In consequence, many
Medicaid participants did not make plan choices. Because of the volume of incoming cdls, consumers
who wanted more information could not get through to the hot line the state set up to handle TennCare
beneficiary inquiries. Because the state enrolled al Medicaid participants at once, the caseworkers could
not be a mgor source of information (and were not intended to provide MCO recommendations); indeed,
they appeared to have little more knowledge than what was in the plan brochures. The state did not do a
good job of providing information to enrollees and has not provided ongoing education; it has left thisto
the MCOs. Some of the confusion could have been avoided if the state had planned for the high volume
of calls it received or phased implementation in over a longer period. In recognition of the need for more
managed care education, the State is now requiring the plans to send newdetters tq' members that will
describe how managed care works and what their respongbilities are. It has a'so started an outreach
program with the Department of Hedlth.

An important lesson from TennCare is that there will be implementation problems and thet the Sate
and MCOs must be prepared to prioritize and handle them.  In Tennesee's case, with the new
adminigration, there seemed to be a growing recognition that the sate aso has responshilities and that
it cannot simply turn the demonstration program over to the MCOs. It must have adequate leverage in its
contracts and must then monitor, exhort, and hold the MCOs and other contractors to the terms of ther

contracts.
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There was an enormous demand for moderately priced health insurance from the uninsured population
of Tennessee. During the firgt year of TennCare, 414,400 people enrolled as uninsured or uninsurable.
However, it is not clear whether this expansion to cover uninsured people has a long-term future. The State
has two problems: (1) ashortfal of funds needed to pay for the uninsured, and (2) uncertainty about the
eligibility of those who are enrolled. Because the Sate has a complex funding mechanism for TennCare,
and because it was not able to redize dl the funds it budgeted for the first year, it stopped enrolling
uninsured people after one year. Improvements in collections of premiums from the uninsured will
presumably help keep this group an active part of TennCare. Pans for improving digibility checking will
aso ensure that only digible people are covered (although many of those who are indligible may il not

be able to afford hedth insurance).
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VI. COMPARISONS ACROSS STATES

A. BACKGROUND FOR REFORM

These three Section | 715 demonstrations had both common and unique reasons for beginning.

The p_rojects have become more important as the health policy debate shifts from national to

state issues.

The initiatives in Hawaii, Rhode Idand, and Tennessee marked the beginning of anew wave of date
hedlth reforms. The states’ Section 1115 demongtration applications, submitted and approved in 1993,
were conceived at a time when national hedth care reform and universal heath coverage were under active
discussion. These three initiatives were spurred by a pledge given to the National Governors Association
by President Clinton, an ex-governor himself, to expedite approval of Medicaid waivers and increase state
flexibility. In contrast, Oregon’s Medicaid demonstration application, aso gpproved in 1993, originated
years earlier and was primarily motivated by factors insde the Sate.

The Hawali, Rhode Idand, and Tennessee initiatives were origindly viewed as trangtiond stepsin
hedth reform that could eventudly mesh with nationd policies. The collgpse of nationd hedth reform
proposals in 1994 increased the importance and visibility of these state projects as possible models for
other state hedth reform efforts. In light of 1995 proposds to increase Sate flexibility in Medicaid and
reduce Medicaid expenditure increases, these waiver programs may foreshadow how states would behave
if given more autonomy.

An underlying cause of the initiatives in each state was the rapid escaation of Medicaid costs and
resulting state budget problems, dthough most sates in the nation faced similar problems (Coughlin et d.
1994). In addition to this shared concern, each state had its own motivations.

Hawaii wanted to further its role as a leader in hedth reform, being the only sate that required
employers to provide hedlth insurance. The state sought to consolidate its state-funded State Hedlth
Insurance Program (SHIP) and Generd Assstance (GA) medical insurance with Medicaid and share the
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costs of expanded coverage with the federa government. Its QUEST program sought to create a
“seamless web” of hedlth coverage.

Rhode Idand was worried about problems with access to primary care (especialy for mothers and
children), and excessive use of emergency rooms by Medicaid recipients. Rlte Care focused on expanding
care for children and pregnant women. The main emphasis was on upgrading access to primary care
sarvices, ingead of on containing costs.

Tennessee faced two key problems. First, when the sate legidature let its Medicaid-related hospita
tax lapse, funding for the Medicaid program collapsed and afisca crissensued.  Second, state leaders
were concerned about the high rate of uninsurance and wanted to increase hedlth insurance coverage. The
TennCare initiative sought to solve both problems at once and was quickly embraced by the executive and

legidative branches of government.

B. PROGRAM DESIGN AND IMPLEMENTATION

The speed of program design and implementation often led to subsequent problems.
1. Program Design and Federal Approval

The three states moved quickly to design reform initiatives al submitted gpplications in the first
severd months of the Clinton Adminidration. The basic structure of the reforms (see Table VI. 1) was
generdly determined early. During planning and after submission of the applications, the Satesengaged
in multilevd discussons with federd officials. High-levd gate officids, including governors, met and
negotiated with officids a HCFA, the Department of Hedth and Human Services, and the Office of
Management and Budget. HCFA and the other federd agencies developed new approaches to review
applications and negotiate terms with states in a timely fashion (Rotwein et a. 1995). Federa review was
placed on a fast track, and each application was approved within 5 months of submission. State proposals
were often modified or refined in light of federd officids concerns. Two issues that were important in
discussions were budget neutrality and quality, focusing on adequacy of provider networks.
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TABLE VI. 1

KEY DATES AND MAJOR PROGRAM FEATURES

Characterigtic Hawaii Rhode Idand Tennessee
Program Name QUEST Rlte Cae TennCare

Date Waiver Application Submitted April 19, 1993 July 20, 1993 June 16, 1993

Date Waiver Application Approved July 16, 1993 November 4, 1993 November 18, 1993
Date Program Implemented August 1, 1994 August ], 194 January 1, 1994

Main Eligibility Expansons

Coverage for nondissbled, nonelderly
people up to 300 percent of poverty, if
not covered by state employer
mandate

Coverage expanded to pregnant
women and children under 6 years
old, up to 250 percent of poverty
Family-planning services extended 2
nyears after ddiverg u b

Insurance subsidized for uninsured

and uninsurable people up to 400

percent of poverty. Uninsured people

above this income level may join with
S [ d y

Groups Shified to Managed Care

Aid to Families with Dependent
Children (AFDC)-type, Generd
Assgtance (GA), and State | {ealth
Insurance Plan (SHIP)

AFDC-type (includes poverty-related
pregnant women and children)

All except certain Medicare
beneficiaries.

Groups Not Affected

Elderly and dissbled

Elderly and dissbled

Ceatan Medicae beneficiaries
Qudified Medicare beneficiaries
Sae low-income Medicare

bendfidiaries
Quadified disabled working
individuas
Services Not Affected Long-term care Long-term care; dentd care and Long-term care; certain mentd-hedth
certan mental-hedth and substance savices
duse savices
Program Size After 1 Year 157,000 70,000 1,251,000




Federd approva included terms and conditions that specified federd guiddines, including means of
monitoring programs  budgets and management. Although our report focuses on the states, it is important
to acknowledge that HCFA (at nationd and regiona office levels) is a partner in these reform efforts,
working with and monitoring states. Our impresson isthat HCFA has been more cautious in gpproving
new waivers.

The rapid pace of design and development meant the states could expand insurance programs quickly.
However, speed aso had some politica costs. In each state, at least one organization felt threatened by
the changes and beieved that dtate officias had not discussed the issues with them sufficiently. In
Tennesseg, this culminated in a lawsuit (eventudly dismissed) by the Tennessee Medica Association to
terminate TennCare. In Hawaii, physician associations encouraged the state senate to stop implementation,
dthough the blockage was soon removed. In Rhode Island, the legal aid society and the community health
centers considered lawsuits. At the national level, the National Association of Community Hedlth Centers
perceived a broader threat to Federally Qualified Health Centers (FQHCs) and filed a nationd-level |lawsuit
to suspend the demonstrations.

The composition and sze of the demondtration populations varied widdly across the three ates, as
discussed in more detail below. Tennessee' s program was the most inclusive and the largest (1.2 million

enrollees), while Rhode Idand’ s was the most narrowly defined and smallest (70,000 enrollees).

2. Program Implementation
a. Schedule

The rapid tempo of implementation created mgor management chalenges. Although problems
occurred in each date, the implementation of mgor program changes in tight time frames was an
impressive achievement of state and local officias, the managed care organizations (MCOs), and other

staff.
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Tennessee had the most ambitious schedule, implementing its program within six weeks of federd
gpprovd. It was spurred to move quickly because of itsfiscd crigs; in fact, implementation began before
federal approval was secured. For example, the state sent MCO enrollment ballots to Medicaid enrollees
before federal gpprova was given and before the MCOs had signed contracts. Tennessee encountered
many implementation problems (discussed in Chapter V), and most observers would agree that the
extraordinarily short time span for planning and implementation (and the large Sze of the program) led to
serious difficulties and controversy.

Both Hawali and Rhode Idand delayed their origindly planned implementation dates dightly but till
managed to imniement their programs within a year of getting their demongrations gpproved. Rhode
Idand officidly began its program in August 1994 but spread out the trangtion to managed care by
gradudly enralling clients in managed care over a year-long period. By contrast, both Hawaii and
Tennessee had massive transitions to managed care that occurred statewide for everyone on the day of
implementation. The sudden implementation in these two dtates, combined with subgtantid digibility
expandons, crested great confuson around the dates of implementation.  Although Rhode Idand dso

experienced some of the same problems, they appeared to be less acute because of the rolling

implementation process

b. Management |ssues

The demongtration programs required procedural and structura changes in the tate agencies. With
the shift to managed care, state Medicaid agencies changed their roles: they moved away from direct
provider relations and reimbursement and toward oversight of MCOs, which are responsible for providing
medica care directly or by contract with health care providers. All three states had limited experience with
Medicaid managed care prior to implementing the demondrations. Both Hawaii and Rhode Idand used

private consultants extensively to add expertise or resources not available among ate staff
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Each state undertook critica implementation steps: (1) developing MCO contracting procedures,
induding bidding or capitation rate setting; (2) garting or augmenting MCO monitoring and quality
assurance systems, (3) developing procedures to enroll newly digible people and to enrall dl clientsinto
MCOs; (4) upgrading communications cgpabilities (including telephone hot lines); and (5) building new
data systems. Each state retained mgjor portions of the fee-for-service Medicaid system for long-term care,
and Rhode Idand and Hawaii retained fee-for-service Medicaid for their aged and disabled populations.
In the short term, states required more adminigtrative capacity to implement the programs.

Structural management changes were common. In Rhode Idland, Rlte Care was managed by a newly
formed Office of Managed Care, a joint effort of the human service and hedlth departments. However, the
office eventudly was placed in the Department of Human Services, which administers Medicaid. In
Hawaii, responsilities held by the Department of Hedth for the SHIP program were transferred to the
Department of Human Services. Control of the enrollment process shifted from the welfare offices to the
Med-QUEST  divison. Much of the responsbility for TennCare policy shifted from the Department of
Hedth to the Department of Finance and Adminigtration.  This de facto shift was later made permanent
and officid.

The availability and qudity of encounter data are criticd to our long-term evauation goas and to
states' ability to monitor the levels and quality of care MCOs provided. Each state has ingtituted processes
to collect encounter data from MCOs and to edit and process the data, but progress has been slow. Each
sate had to work with the MCQOs and systems contractors to define data systems requirements in

compatible formats. The quality and completeness of these data will be reviewed but remain an open issue

a thistime.

3. Program Refinement Since Implementation
Major program changes always seem to lead to upheaval, controversy, and confusion at first. Since

darting, each program has evolved and matured. While mgor elements of the programs have been
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retained as the programs matured, state agencies, MCOs, and other groups have made many refinements.
Our impression is that state agencies and MCOs have listened to complaints, discussed dternative
solutions, and tried to make improvements. Programs are not gatic, and the upheavals common at the
beginning do not necessaxily reflect the long-term organization of the programs.  The experiences of
Arizona (the longest-running Medicaid Section 1115 demondration project) indicate that, despite initia
problems, challenges can be overcome with time and attention (see, for example, Generd Accounting

Office 1995c).

C. FINANCING
The size of the eligibility expansions varies across the states, requiring different financing
arrangements.  To attain budget neutrality, Tennessee and Hawaii must generate substantial
Medicaid savings and bring in new revenues to pay for the expansions. Rhode Idland’'s more
limited expansion carries little financial risk for the state.
1. Financing Arrangements
To approve a Section 1115 demondtration project, the federa government must determine that the
demondtration is budget neutrd, meaning that the federd expenditures will not be higher than they would
be without the demondtration. An important change made in 1993 was that budget neutraity is measured
over the project’s S-year lifetime, instead of requiring neutrdity in each year. Thus, a demondration
project could cost more than the baseline in the first year (because of start-up costs), as long as neutrality
or savings was atained by thefifth year. At both federd and state levels, budget neutrdity assumptions
were paramount considerations. Tennessee and Hawaii envisoned saving proportionately more State
dollars than federd dollars.
To varying degrees, each state assumed it could slow the rate of growth in the cost of medical services

and use some of those savings to serve more people. Tennessee planned the largest expansion and, in turn,

required greater relative savings per person to finance its expansion. Hawali had to stretch federd dollars
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to serve more people but hoped that state funds previously used for SHIP could support some of the costs.

Rhode Idand planned a very limited expansion and depended |ess on managed care savings.

The states anticipated using many revenue sources in the projects.

. Medicaid Managed Care Savings. All three daes initidly assumed that mandatory
capitated managed care will at least dow the rate of growth of expenditures per enrollee.

« Premiums or Copayments from Some Enrollees. All three states assume that there is some
direct revenue from premiums from some expansion enrollees and/or reductions in capitation
rates because participant copayments reduce the cost of care.

. Disproportionate-Share Hospital (DSH) Payments (Tennessee and Hawaii). Ending or
reducing DSH payments frees up federd funds for program expanson.

. Reduction in Other State Health Programs (Tennessee and Hawaii). Other state-funded
programs (such as SHIP, GA, or public heath programs) were eliminated or reduced to help
pay the State share of expenditures.

Other. Tennessee aso used certified public expenditures (the un- or underreimbursed costs
of care for TennCare patients and digiblesin certain hospitas), provider taxes, charity care
contributions (not federaly matched), and other state or loca revenue.

Types of expenditures for the demongtration programs include:

. Capitation Payments to MCOs. Thisis the main expenditure category in all-three states.
This may indude medicd MCOs, carve-out MCOs (for example, for denta or behaviord
savices), or supplemental payments to MCOs for high-risk patients.  These include
adminigtrative cogts and profits of the MCOs.

« Reinsurance(Hawait and Rhode Island). The state finances reinsurance for high-cost cases,
to reduce the risk for capitated MCOs.

. Interim Fee-for-Service Care (Hawali and Rhode Idand). Fee-for-service care is pad
directly by the state during the gap period before a client selects an MCO.

+ Supplemental Payments or Peels (Hawaii, Rhode Idand, and Tennessee). These include
specid funding pools negotiated by the state to help support specid types of vulnerable
providers (for example, teaching hospitals or FQHCs), and to pay for care of expansion
enrollees during their first 30 days of enrollment.

« Administration. This includes state staff, contractors, and data system support for the new
programs.
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Table V1.2 shows the budget assumptions for each project, as portrayed in the state applications.
While actud experience makes the origina estimates out of date, these show the patterns each date
envisoned. More recent budget estimates were not aways available to us.

Hawaii assumed that its demonstration would substantidly reduce state expenditures over the life of
the project but that federal expenditures would be roughly the same as without a demonstration project.
The reduction in state expenditures was assumed because its program essentidly would get a federd
match for SHIP and GA funds previously paid only by the state. The State assumed that it could dow the
overal pace of expenditure growth from 15.6 percent without reform to 11.9 percent with QUEST.

Rhode Idand assumed that Rlte Care would be a little more expensive a first but would yield very
dight savings over the course of the project. The state hoped to attain a modest reduction in expenditure
growth. Asdiscussed in Chapter 111, the state wanted to dow program growth, but alarger priority was
to increase primary care expenditures and decrease hospital expenditures.

Tennessee projected it would be able to reduce the overal rate of growth of expenditures from
17.5 percent per year to an average 8.3 percent per year. Initsfirst year, TennCare would cost the same

as Medicad, but it would be much less expensve by the find year.

2. Budget Neutrality Rules

In approving an application, HCFA sets rules for monitoring budget neutrality. Federal payments are

capped in one of two ways (Trieger 1995):

1. Aggregate Spending Targets. These are limits on the total level of federa matching dollars
over each of the 5 years of the demongtration, regardless of the number of people served or
services rendered. The aggregate limit is a maximum, not a guarantee, and it accounts both
for the expected changesin enrollees under predemonstration rules and the costs of medical

services. This gpproach provides more flexibility to the state but also increases its levd of
financia risk. Tennessee uses this gpproach.

2. Per-Capita Targets. These are limits on the average federad expenditure per actua
Medicad-eigible enrollee, with an inflation adjusment for each year. To pay for an
expangon group, the state must spend less than this level per Medicaid-dligible enrollee and
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ORIGINAL BUDGET ASSUMPTIONS FOR DEMONSTRATIONS IN HAWAII,
(In Millions of Nominal Dollars)

TABLE V1.2

RHODE ISLAND, AND TENNESSEE

Year 1 Year 2 Year 3 Year 4 Year$ Year 6 Growth Rate
Hawaii (Demonstration Only--Includes Funds for State-Only Programs such as SHIP)
Without  Reform

Q3 and 4. 1994 1995 1996 1997 1998 Ol and 2. 1999
Federa 45 104 119 137 157 90
State 72 167 194 225 262 152
Totd 117 271 313 362 419 243 15.6%

With  Reform
Federd 54 107 119 133 150 84
State 50 107 119 133 150 84
Totd 105 214 239 267 299 168 11.9%
Rhode Island (Demonstration Only)
Without ~ Reform
Q4,1994 1995 1996 1997 1998 gito3 1999 |
Federd 16 69 73 78 81 64
State 14 60 63 67 70 55
Totd 30 129 136 145 152 119 5.7%
With Reform

Federa 16 70 73 77 80 63
State 14 61 63 66 69 54
Totd 31 131 137 143 149 117 4.5%
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TABLE VI.2 (continued)

Year | Year 2 Year 3 Year 4 Year 5 Year 6 Growth Rate*
Tennessee (Includes all Medicaid and TennCare, Including Long-Term Care)
Without Reform
FY 1994 FY 199.5 FY 1996 FY 1997 FY 1998
Federd 2,108 2,461 2,887 3,401 4,015
Stale 1,038 1,216 1,427 1,677 1,978
Tota 3,146 3,677 4,314 5,078 5,994 17.5%
With Reform
Federd 2,108 2,282 2,473 2,635 2,778
State 1,038 1,124 1.298 1,298 1,368
Total 3,146 3,407 3,670 3,933 4,145 8.3%
SOURCE: State applications

NoTE: The budget years differ, depending on the assumed start date of the project and state fiscal yeer.

‘Growth rate is the average annualized gromh rate for tota (federa and state) expenditures during the 5 years

FY = Fisca Year; Q = Quarter




use the excess funds to support the expansion. This approach offers somewhat less flexibility
to the state, but reduces its financia risk. (For example, if there is a recesson and Medicaid-
eigible participation rises, then total federd payments would rise)) The projects in Hawali
and Rhode Idand use this approach.” Since dl Rlte Care enrollees could have been
Medicaid-digible enrollees through their 1902(r)(2) amendment, Rhode Idand is not at risk
for changesin the number of enrollees, only for the change in the per capita cost of care.

Hawai and Rhode Idand both assumed that they would have enrolled persons digible under
1902(r)(2) amendments if they did not receive gpprova for their Section 1115 demondrations. This
enabled them to increase their baseline federal cost estimates above the actual prior levels of federal cost.
Federd basdlines were increased above prior “actua” levels by assuming that upper-income children or
pregnant women would have been digible in regular Medicaid under Section 1902(r)(2) provisons. On
a technical basis, these children or pregnant women are considered eligible under old Medicaid rules. They
were cdled “hypotheticals™ because their costs were included in the baseline even though they were not
actualy covered.

In dl cases, states must continue to match federad payments (based on the standard Medicaid
matching rate), but when they pass beyond the federal cap, the state becomes responsible for all the excess
expenditures. Table VI.3 summarizes the budget neutraity rules for each state.®* All of the budget

neutraity rules are based on assumptions about expenditure growth that would occur without the

demondration (such as medica price inflation, utilization increases, or casdoad growth). These

‘Aggregate and per-capita limits must be compared with caution because of measurement differences.
For example, if a state expects a 10 percent casdload growth of Medicaid-eligibles and 5 percent growth
in expenditures per enrollee, an aggregate limit for that dtate would permit 15 percent growth in
expenditures. Ifthe state had a per-capita limit, however, the level would be 5 percent, since the caseload
growth is automatically covered.

*Only the 24-month extended family planning coverage for post-partum women could not have been
covered under 1902(r)(2) rules.

3RIte Care budget neutrality assumptions also changed after the program began. The base year
expenditure per enrollee was increased, but the inflation levels were decreased to 6 percent in 1995 and
4 percent in 1996- 199,
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TABLE VI.3

FEDERAL BUDGET-NEUTRALITY RULES

All children are conddered Medicaid-
digible under Ribicoff or 1902(r)(2).

group).

Characterigtic Hawaii Rhode Idand Tennessee
Federd Target/cep Per-capita limit, Based on the Per-capita limit. Based on Al Aggregate limits. In millions of ddllars, the
number of Medicaid-digible enrolless, including 1902(1)(2). Per- | annuad and cumulaive limits and margins are
emrdlees, induding 1902(r)(2) capita limit is based on 1993 average
children. Per-capita limit is based on | expenditure, increased by 8 percent
1993 average expenditure, adjusted in 1994, 6 percent in 1995, and 4
by consumer price index for medicd percent per year in 1996 through
care for Honolulu plus 4 percent. 1999.
Annud Cumuléive
State Risk State is a risk for expenditures for Because the expanson group Year | 2,108 2,277 (+8%)
adult Generd Assistance and State comprises 1902(r)(2) pregnant Year 2 2,283 4,654 (+6%)
Hedth Insurance Program-type women or children, all enrolless are Year 3 2454 7,119 (+4%)
recipients. induded as digible under Medicad Year 4 2594 9,628 (+2%)
rules (not as part of the expansion Yeaxr 5 2,726 12,165 (+0%)

NoTE:  Tennessee's limits include al portions of TennCare and Medicaid, including long-term care, in the aggregete cap. Hawaii's and Rhode Idand’s agreements are
restricted to the demondtration projects.




assumptions are inherently difficult to validate. The Genera Accounting Office (1995d), has questioned
whether some Section 1115 demonstrations are truly budget neutral. A long-term goa of this evauation

project is to assess the impact of the demongtrations on Medicaid expenditures, but there are divergent

beliefs about what budget neutrdity means and how to measure it.

3. Financing Problems

Prdiminary information indicates that Tennessee and Hawaii had fiscd problems in therr first year.
QUEST nparticipation exceeded the projected level of 110,000 enrollees and was over 150,000 by the end
of the first year. Effectivein Year 2, Hawaii began efforts to reduce participation and increase premium
revenues. In April 1996, Hawali made mgor program changes to limit spending. Tennessee collected
fewer premiums than expected, clamed fewer certified public expenditures than expected, and was unable
to secure other state funds needed for its share of the matching payments. Because of these difficulties in
covering the state share, TennCare stopped enrolling uninsured people late in 1994 (thisis discussed in
the next section).

Rhode Idand had the opposite problem. The state projected that 10,000 new pregnant women and
children would be served, but fewer than 1,000 joined in the first year. Thus, the number was well below
the state’s projections, and relatively few uninsured people gained new coverage. In the second year, the

Sate stepped up outreach efforts and proposed to cautioudy expand digibility for children.

D. ELIGIBILITY AND ENROLLMENT
As the programs started, enrollment-related problems were common, although they

ameliorated over time. The size of the expansion and the schedule of implementation affected
the scope of problems.
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1. Eligbility — Changes
a. Major Expansions

One of the mgor goals of these three states was to expand insurance coverage through expanded
digibility for Medicaid benefits.* Table V1.4 summarizes a couple of the pre-reform digibility criteriaand
the digibility changes implemented in 1994 under the demondtrations. Tennessee had by far the largest
expangon: its prior Aid to Families with Dependent Children (AFDC) digibility criteria were reatively
low, and TennCare expanded to serve uninsured people of al incomes (dthough subsidies stopped at
400 percent of poverty). The program’s designers intended to greetly expand insurance access, and the
state added about 400,000 previously uninsured people. However, the shortage of state funds meant that
enrollment of the uninsured was stopped in December 1994 5

Hawaii’s expanson can be viewed as large or small. Although QUEST serves people up to
300 percent of poverty, the state already had state-funded programs that served people up to 300 percent
of poverty: the GA program, which provides cash assistance and Medicaid-type benefits to certain very
low-income people not categoricaly digible for AFDC, and SHIP, which offered a limited health insurance
package to uninsured people with incomes up to 300 percent of poverty. SHIP had capped funding,
however, and people could join only during specific times of theyear. QUEST appears to have enrolled
far more people than SHIP covered. Hawaii made mgor changes in QUEST digibility criteria in
April 1996 to control participation and expenditures.

Rlte Care increased income digibility for pregnant women and children under age 6 to 250 percent

of poverty and extended family-planning services to women 2 years after ddivery (compared with

‘By contrast, many of the later applications for Section 1115 waivers include no or very modest
digibility expandons.

‘However, in Tennessee those eligible under old Medicaid rules and those deemed “uninsurable” are
dill being enrolled, as are people loang Medicaid digibility who choose to enroll as uninsured. People
enrolled as “uninsured” are grandfathered and may continue to participate as long asthey are digible.

211



[4%4

TABLE V14

CHANGES IN ELIGIBILITY POLICIES

Characterigic

Hawaii (prior to April 1996)

Rhode Idand

Tennesee

Examples of 1993 Income Eligibility
Levds*
Aid to Families with Dependent
Children (family of three)

+ 63 percent of poverty

.+ 56 percent of poverty

43 percent of poverty

Pregnant women and infants . 185 percent of poverty . 185 percent of poverty . 185 percent of poverty
Main Eligibility Expansons Under + People with incomes below 300 Eligibility for pregnant women . People uninsured on a set date may
The New Initiatives (1994) percent of poverty are digible for increased from 185 to 250 join
QUEST, if they are not covered percent of poverty. . State subsidizes people up to 400

under the gtate's employer
mandate in the Prepaid Hedth
Care Act. (Employer mandate
covers full-time workers)

«  May not be disabled and under
age 65

. People up to 300 percent of
poverty were previoudy covered
by sate-funded Genera
Assistance and State Hedlth
Insurance  Programs

. Hligibility for children under age
6 incressed from 133 to 250
percent of poverty

. Women digible for extended
family-planning benefits for 2
years dter delivery

. Proposd raisng age for
children to under age 8

percent of poverty. People above that
income may join.

. “Uninsurables” are those who cannot
get private insurance because of
hedth problems.

« “Uninsured” are those whose
employers do not offer insurance.

. Stopped enrolling uninsured as of
December 1994, but continue to
enroll uninsurables, Medicaid-
digibles, and people losing Medicad

Other Important Eligibility Changes

« No assets test for expansion
groups

. Retroactive coverage limited to 5
days

« No assets test for expansion
groups

. Sl provide retroactive
coverage for 3 months

« 6 months guarantead coverage in

managed care

. No assets test for expansion groups
. No rdroactive coverage

Premiums and Copayments

Sliding-scele premiums charged for
people above 133 percent of poverty
in Year 1 (lowered to 100 percent of
poverty in Year 2). Limited
copayments.

Those in expansion group can
choose either point-of-sarvice
copayments or modest premiums.

Siding-scde premiums, deductibles, and
copayments for those above 100 percent
of poverty. Participants sdect high- or
low-deductible plans.® No copay
requirement for preventive care.

*High-deductible plan is no longer an option.

“July 1993 digihility criteria based on Nationd Governors Association Center for Policy Research 1993.




60 days).® Rhode Island also required that MCOs, as a condition of contracting, make insurance coverage
available to some other groups (such as older siblings of expansion children and people losng Rite Care
igibility), although these groups are not part of Rite Care and receive no public subsidy.

Each state worried that publicly subsidized health insurance could erode private employer-based
insurance. Tennessee required that the expansion group enrollees not be insured for several months before
applying.” Rhode Idand required that expansion enrollees be un- or underinsured and could not have
refused reasonably priced insurance recently. In Hawaii, QUEST was denied to employees who had
mandatory coverage under the state’s Prepaid Hedlth Care Act, athough dependents were eligible for
QUEST. All three states dropped assets tests for the expansion categories. However, assets could ill
be used to determine digibility for those digible for Medicaid prior to the demondration (for example,

AFDC, SSI, or Medicaly Needy digibility).

b. Other Eligibility Changes

Retroactive coverage up to 3 months prior to application is standard in Medicaid; this is problematic
In managed care, however, snce the care occurs before a person is enrolled in aplan. AsTable V1.4
shows, Tennessee and Hawaii sharply limited retroactive coverage. Rhode Idand has federa permisson
to waive 3-month retroactive coverage but has not implemented that waiver.

Guaranteed coverage is a related issue. MCOs traditiondly have complained that rapid turnover of
Medicad dlients, particularly “churning” (such as temporary termination from AFDC because paperwork
is not submitted on time), makes it difficult to manage a person’s care. Rhode Idand guaranteed 6 months

of dighility in Rlte Care. Tennessee covers AFDC-digible and medically needy-digible enrollees for

SRhode Island also subsidizes insurance for pregnant women between 250 and 3 50 percent of poverty,
but this subsidy is consdered separate from the demonstration and was not matched by federd funds,

"TennCare required that uninsured enrollees did not have employee- or government-sponsored
insurance on March 1, 1993 and did not turn down employer- or government-sponsored insurance after
that date. In 1995, this date was changed to July 1, 1994.
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12 months. Hawaii does not have a guarantee, but does attempt to reduce churning by more careful review
of terminated cases. For example, if a person is terminated from AFDC, the case may be considered
pending for a few weeks, ingtead of immediately being terminated (in case the person regpplies or is

ubsequently determined digible).

¢. Premiums and Cost Sharing

One of the most digtinctive features of traditional Medicad is thet it has generdly been free to
beneficiaries (nomina copayments are alowed). In contrast, each demongtration program requires that
some expansion group enrollees pay ether premiums or copayments. Both Hawaii and Tennessee
exempted very-low-income people from premiums but imposed diding-scae premiums that rise with
income for others. People at the top of the income digibility range pay the full premium. Rhode Idand
let expansion group participants choose either limited premiums or copayments, most selected copayments.

Tennessee experienced problems with premium hilling and collection in the first year. Through
adminigtrative errors, premium notices were not sent to many clients for 6 months. In the second year, the
state dropped more than 80,000 clients for nonpayment. Hawaii hed fewer problems with premium
nonpayment, athough it also dropped nonpayers. In 1995 and again in 1996, Hawaii increased premiums
and tightened accounting rules to limit participation and increase revenue.

Medicad regulations prohibit charging mandatory categoricaly needy people copayments or
deductibles for most services under managed care, and this cannot be waived. Nonetheless, each state uses
copayments or deductibles for expansion group clients to some extent. TennCare hes a rddively extensve
schedule of income-related deductibles and copayments. Hawaii and Rhode Idand have rdatively limited

copayments, sometimes targeted to specific services (such as copayments for hospital admissions).
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2. Enrollment Procedures

In dl the gates, enrollment-related problems were among the most visble difficulties encountered in
the first year. Many of the problems were caused by the unfamiliarity of the new program and of managed
care to both clients and providers. These problems diminished in time as people became familiar with the
programs. Nonetheless, many of the problems were avoidable and occurred at least partly because of
inadequate planning or flawed execution, which were the costs of rapid implementation. Table V1.5

summarizes key enrollment procedures.

a. Eligbility  Processng

Since AFDC and other groups digible prior to the demondration ill exist in each dae, some
eligibility processng, related to AFDC or old Medicaid rules, sill occurs in welfare offices. In Rhode
Idand, the expansion groups aso apply a welfare offices. For their large expansion groups, Tennessee
and Hawaii developed new procedures. TennCare used the Farm Bureau, a private insurance company,
to venfy insurance status and incomes of the uninsured gpplicants and to establish their premium
paymentst This process normally took about 45 to 60 days, including 30 days alowed for the applicants
to respond to a request for more information. TennCare adso smplified the gpplication form for the
expansion groups by making it only one page, including MCOQO selection. Hawaii shifted responghility for
QUEST digibility away from welfare offices to new Med-QUEST offices. Appointment delays of 3
months were norma at the sart, dthough the average waiting time for an appointment dropped to 2 or 3

weeks by the end of the first year.

b. Enrollment into MCOs
The most important change was that digibility staff members were now aso responsible for ensuring

that clients selected or were assigned to MCOs. In dl three states, enrollees in every area could choose

‘ Subsequently, the TennCare Bureau took this process over from the Farm Bureau.
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TABLE VI.5

KEY ASPECTS OF FIRST YEAR ENROLLMENT PROCEDURES FOR DEMONSTRATION PROGRAMS

Characterigtic

| lawai

Rhode Idand

Tennessee

Eligibility Determination for
Expanson Groups

Nonwelfare cases processed by Med-
QUEST digibility offices. Usudly
requires an in-person digibility
determination  session

Encourage in-person gpplications
and enradllment counsding, but mail
gpplications are permitted

Mail applications sent to state.
Private contractor verifies and
determines digibility and premium
leves.

Enrollment Into MCQs, Counsding,
and Marketing

. Medicd and dentd MCOs Sdected
after digibility is determined
Whole family must sdect same
medica and dentd MCOs

. Rdativdy little counsding is
provided by QUEST staff.

. Standard brochures distributed
describe each MCO.

. Rdatively grict regulation of
MCO marketing, with limited
direct marketing. No door-to-door
marketing or marketing
representatives

. MCO sHection made after
digibility is determined

«  Whole family must sdect same
MCO

. Rlte Care daff provide nonbiased
counsding and education about
managed care, induding standard
plan information.

. No direct marketing of any kind
by MCOs permitted

. SS-digible erodlless sdect MCO
after digibility is determined, but
dl others sdect MCO in-advance
on the application form

. Whole family must sdect same
MCO

. State does not offer counsding, but
information is available through
hot lines.

. Standard packege provides
information about MCOs
No regulation of MCO marketing
initialy. Door-to-door marketing
and maketing representatives
permitted.

Auto-assgnment (for people who do
not sdect an MCO in time)

. Auto-assgnments favor low-cost
plans.

. Auto-assignment rate about one-
third at first, dropped to 10 to 15
percent

. Auto-assgnments favor low-cost
plans.

* Auto-assgnment rate 6.5 percent
in February 1996.

. Auto-assgnments made on the
basis of prior affiliations or
proportionate to distribution of
those who sdect MCOs

. Auto-assgnment rate about 40
percent initialy

Timing

Mass enrollment occurred before
August 1, 19%4

Enrollment for Medicad-digible
enrollees phased in during first yesr.
Expanson group enrollees could join
before August 1, 1994.

Mass enrollment occurred before
January |, 19%4

MCO = managed care organization.




between at least two plans and often had more choices (especidly in urban areas). In dl three states, a
family can choose an MCO (in Hawaii, both a medica and dental MCO). Unless that MCO has reached
its maximum caseload level, the state enrolls the family in that plan and notifies the MCO. If afamily does
not choose an MCQ in a st period of time (typicaly 2 weeks), or if the plan sdlected is full, the Sate
automatically assigns (or auto-assigns) an MCO. The MCO subsequently sends membership cards and
new-member information packages (including lists of participating providers) and asks new members to
sdlect primary care providers.’

One of the most common complaints that consumers and physicians voiced was that little counsgling
about MCO sdlection or education about managed care was provided to enrollees. Effective counsding
requires more enrollment staff members or counsglors, and states did not aways make the necessary
investments. Table V1.5 compares the levels of patient education provided by each state and MCO
marketing rules. Tennessee and Hawaii provided almost no standard oral counseling about MCQ selection
or about managed care, dthough written materids were avalable. Rhode Idand saff initidly offered
individualized counsdling, but shifted to group counsdling sessions in urban areas to meet demand; the
state also used a videotape describing managed care.  One important marketing tool permitted in each state
was that physicians, community health centers, or other providers could indicate their MCO dfiliations and
could encourage their patients to sdect those plans for continuity of care,

Both Tennessee and Hawaii had mass enroliments by mail before the programs began; these program
startups were usualy described as chaotic, Both states encountered mgjor problems with the mass
enrollments because of confusion about the new policies and because the MCOs and their provider
networks were not fully established. Tennessee sent out its ballots before the MCO contracts were signed:

the balots included 20 plans, but only 12 MCOs signed contracts, so some clients selected nonexistent

“In Tennessee, primary care gatekeepers were not initidly required for those who sdlected preferred
provider organizations (PPOs). In Rhode Idand, applicants could sdlect a primary care provider at the
same time they selected an MCO.
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plans. Neither Tennessee nor Hawaii was able to provide information about the MCQs’ provider
networks, so clients could not readily determine which plans their doctors belonged to. Furthermore, there
were too few program staff members and telephone lines to answer questions, and the staff members were
inexperienced. Because of the early confusion about MCO selection and assignments, both states allowed
dientsto switch MCOs soon after implementation began.

Rlite Care phased in managed care enrollment over the first year of the program.  Families were
shifted to managed care when their cases came up for welfare redetermination or when they signed up for
program benefits. While there were smilar problems of confusion, especidly a the beginning, they

appeared to be less severe than those in Tennessee or Hawali.

c.  Auto-Assignment

The god in dl gates was that members would select an MCO on the basis of perceived qudity,
availability of certain doctors, price, or other factors. However, some people do not select a plan because
they have no preference (perhaps because the family is healthy and has no strong attachment to a doctor)
or because they do not understand the choices. The auto-assgnment rate is a measure of whether clients
were informed and understood the choices open to them. As Table V1.5 shows, Tennessee and Hawaii
began with a high level of auto-assignment, although in Hawaii this dropped by the end of the year. Rhode

Idand had arddively low rate of auto-assgnment.'”

d. Enrollment Data Systems

Each date had underlying problems with its data systems (both computer systems and generd
communication protocols) in the first year. Medicaid Management Information Systems (MMISs) were
not set up to ded with enrollment in managed care plans or to keep track of premium payments.

Administrative drop/add eligibility systems and retroactive additions or terminations, common for welfare-

‘“We did not have good data about Tennessee' s auto-assgnment rate after initid implementation.
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related programs, were confusing to MCOs. Thus, states and MCOs often disagreed about who was
covered and for what period of time. Systemsin dl states had problems automaticaly adding newborns

to family digibility files

e. Other Enrollment Problems

Tennessee's application-by-mail system was convenient but posed unique problems. Applicants did
not know the price of premiums when they mailed in their applications. In addition, the system was
probably more susceptible to abuse. Representatives of one MCO dlegedly sgned up many fictitious
cases, this was picked up sometime after their enrollment. In Hawaii, the long enrollment delays meant
that many families were not enrolled in MCOs for a few months.  This led to problems in providing
medica care during the gap periods between gpplication, digibility determination, and MCO enrollmernt,
and in determining who was responsible for paying for care in those periods. The fee-for-service gap was
an issue in each state but appeared more serious in Hawaii because of the enrollment backlog. Many of
Rhode Idand’s problems were related to its new MMIS system; providers and clients haed difficulty

verifying a person’s digibility stetus on atimely basis.

E. SERVICE COVERAGE

The services offered were similar to, or broader than, prior Medicaid benefits.

All of the demongtrations maintained or enhanced their benefit packages for acute and preventive
sarvices, none included long-term care in the reforms. TennCare diminated service limits on physcian
services, home hedlth, and prescriptions. TennCare also covered adult inpatient psychiatric services, which
were not previously covered by Medicaid. In QUEST, groups previoudy covered under SHIP got much

broader benefits, although those covered by Medicaid and GA had relatively little change” An important

“For example, SHIP had a5-day inpatient hospitd limit under fee-for-service.
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expansion of services in Rhode Island was the extended family-planning benefit. Rhode Island also offered
an innovative trangportation benefit: a contract with the state transportation agency provided bus passes

to help clients get to their gppointments.

F. MANAGED CARE

Despite their limited experience with Medicaid managed care, the states were able to contract

with capitated managed care plans quickly. The MCQOs that took the most members were

typically network-style plans. We are unable to assess the quality of care provided at this time

or predict the long-term stabiliry of the plans.

Each demonstration marked a significant movement away from Medicaid's traditional, fee-for-service
hedth care systems toward capitated, managed care arrangements. The shift to managed care was fueed
by states hope that capitated payments would allow them to better estimate and control the rate of
Medicaid expenditure growth. States believed that MCQs could save money by emphasizing primary and
preventive care, reducing the length of inpatient hospital stays, and curbing unnecessary use of emergency
room services and speciaists. Moreover, sates felt that managed care could improve enrollees’ access
to primary care services and the continuity of their care.

Perhaps the most important finding is that despite the chalenges and problems, al three states
succeeded in forming broad-based Medicaid managed care systems in a short time period. While it iStoo
early to asess these systems performance in terms of saving money, maintaining qudity of care, and

retaining an adequate network of providers, data from the Ste vidts sheds light on the smilarities and

differencesin the states gpproaches to expanding managed care.

1. Managed Care Before and After the Demonstrations
A factor that could affect the capacity for managed care is the leve of overdl (that is, including
commercid plans) managed care in each State before the demongtrations. Table V1.6 shows that Hawali

and Rhode Idand had relatively broad managed care markets. Both had private HMO membership rates
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TABLE V1.6

PREDEMONSTRATION MANAGED CARE MARKET CHARACTERISTICS

Characterigic

Nationad

Hawaii

Rhode 1dand

Tennesee

1993 Private HMO Market
Penetration®*¢

Number of HMOs: 54.5
Percent HMO Penetration:
174

Number of HMOs: 6
Percent HMO penetration:
22.3

Number of HMOs: 3

Percent HMO Penetration:

25.9

Number of HMOs: 11
Percent HMO Penetration:
5.7

1993 Medicad Managed
Care Market’

26 | programs operating
Managed care modds
range from primary care
cas2 management to fully
capitated HMO:s.

17 percent of nonelderly
Medicad enrollees

participating

Program offered in two
counties

Voluntary enrollment
Kaser Permanente, fully
capitated HMO

AFDC and AFDC-rdated
groups digible

Four percent of nondderly
Medicad enrollees

participating

Statewide program
Voluntary enrollment
Harvard Community
Hedth Plan of New
England, fully capitated
HMO

AFDC and AFDC-rdated
groups digible

Less than 1 percent of
Medicad enrolless

participating

Program offered in 16
counties

Voluntary enrollment
Primary care network,
fully capitated HMO
AFDC and AFDC-related
groups digible

Four percent of nonelderly
Medicad enrollees

participating

*SOURCE: Group Hedlth Association of America's 1994 National Directory of HMOs.

"HMO data include capitated managed care plans, including group-model HMQs and Individual Practice Associaion (IPA) network-style HMOs, but not preferred provider

organizations or related plans.

‘HMO location is based on the location of the organization's headquarters. HMOs in multistate areas may draw members from neighboring states.

4The percent penetration figure is based on the total insured population,

¢SoURCE: Hedth Care Financing Adminigtration (1993).

AFDC = Aid to Families with Dependent Children,




above the nationa average, while Tennessee's HMO penetration rate was below the average. Prior to the
demondirations, Medicaid managed care in each state was limited to voluntary programs with a very small

number of plans. No state had more than 4 percent of its Medicaid enrollees in managed care before 1994.

2. Managed Care Under the Demonstrations

The managed care systems that evolved in the first year of the demonstrations varied considerably in
Sze, scope, and form (see Table VI.7). However, four common patterns emerge from the first-year case
studies.

Firgt, the states were able to attract MCQOs and, in turn, the MCQs were able to attract hedlth care
providers to establish managed care systems throughout the state quickly. Through cooperative efforts
between states and MCOs, the states could offer at least two plans in every area of the state. Despite initid
risks and misgivings, MCQs were willing to contract with states, and providers were willing to contract
with the MCOs. However, each state still had areas where access problems were apparent.

Second, the expansion of Medicaid managed care affected the overal levels and structure of managed
care in the states. The dramatic increase in Medicaid managed care also increased the overall percent of
date resdents in managed care. For example, TennCare aone nearly tripled the HMO penetration rate
in Tennessee (see Chapter V). The demonstration programs were the impetus for the development of new
MCOs (AlohaCare and Straub in Hawaii; Neighborhood Hedth Plan in Rhode Idand; and Vanderhilt
Hedth Plan, Tota Hedth Plus Phoenix, and TLC in Tennessee) or Sgnificant expangon of existing
companies (for example, Access MedPlus in Tennesseg).  In Tennessee and Hawaii, the new Medicad
MCOs represented the first exposure of many physicians to managed care plans.

Third, the plans that enrolled the most new members were Independent Practice Association (IPA)
or PPO models (using provider networks), not group-model HMQs. Group-model HMOs usualy capped
the number of Medicaid or demonstration enrollees they would take. Network plans could accommodate
more expansion by signing up more providers. However, the network-style plans often practiced amore
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TABLE VI.7

KEY FEATURES OF MEDICAI, MANAGED CARE ORGANIZATIONS (MCOs) IN THE DEMONSTRATION PROGRAMS

Characterigtic Hawali Rhode Idand Tennessee
Number of participating MCOs
5 5 12
Type and Number of MCOs Group-model HMOs 2 Group-model HMOs 1 | Preferred Provider Organization” 5
Independent Practice Association Independent Practice Association HMO 7

modd 2 modd 3
Federdly Qudified 1 lcalth Center- Federdly Qudified Hedth Center-

based ! based |
Percentage Enrolled in MCOs ! Jaway Medicd Service United Hedth Plans 51% | Blue CrosyBlue Shidd 50%
(up to live largest)® Association (1 IMSA) 65% | Neighborhood Hedth Plan Access MedPlus 24%
Queen’s I lawai Care 16% of Rhode Idand 30% | HealthNet 6%
AlchaCare 11% | | lealth Maintenance OmniCare Hedth Plan 5%
Kaiser I'crmancnte 5% Organization-Rhode Idand 12% | Prefared Hedth Partnership 5%

Straub 3% [Havad Community Hedth Pan 6%

Pilgrim Hedth Plan 1%
Geographic Service Aress HMSA Satewide | All plans are satewide. Blue CrossBlue Shidd Satewide
Queen's Four counties Access MedPlus Satewide
AlohaCare Three counties HealthNet Four regions
Kaiser Two counties OmniCare Two regions
Straub Three counties Preferred Fve regions

“In TennCare, a preferred provider organization was a restricted network of providers that accepted discounted fee-for-service payments. Primary care gatekeepers were
not required, and clients could not sdect providers outsde the network. This differs from the standard definition of a preferred provider organization.

*Percentages may not total 100 percent because of rounding or because only the largest MCOs are listed.

‘Enrollment distributions as of April 1995 for TennCare, March 1995 for Quest, and November 1995 for Rlte Care




rudimentary form of managed care: extensive practice guideines and physcian profiling were usudly
lacking, and physicians and other providers were iill learning to navigate the system.  Although some
physicians received capitation payments, most physicians were paid through discounted fee-for-service
arrangements. PPQOs in TennCare were particularly loose and did not even require primary care physicians
as gatekeepers. Managed care in the network MCQOs may become more sophidticated in time.  For
example, Tennessee is requiring that its PPOs convert to HMOs and adopt gatekeeper systems by
January 1997.

Fourth, athough initid managed care arrangements could be made quickly, some components were
not in place when implementation began. The monitoring and data systems needed to maintain an effective
managed care system were not usuadly in place at the date of implementation. In each state, MCOs were
in the process of submitting quaity assurance/improvement plans to the states severd months into the
demonstrations. Encounter and other automated data systems were still being developed or tested at the
end of the first year. One MCO in Tennessee had severe problems because it lacked a functional computer
claims-processing system several months after the start of the program. Other MCOs, particularly the new

ones, aso appeared to have problems paying clams at first.

3. Contracting and Capitation Rate Setting

Two distinctive approaches to MCO contracting were developed. Hawaii and Rhode Idand followed
a“managed competition” gpproach: a competitive bidding model under rules set forth by the state. Both
states issued requests for proposals (RFPs) for plans and distributed historicd Medicaid utilization data
to help applicant firms develop capitation bids. The state agencies worked with contracted actuaries to
develop acceptable rate ranges, based on prior Medicaid utilization and payment levels, as well as
assumptions of managed care savings. After receiving initid bids from MCOs, both states negotiated with
MCOs to bring prices into the acceptable rate range. The negotiations usudly led to substantial decreases
in the capitation rates for each MCO, compared with their initid bids. A result of the bidding processis
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that different MCQs earn dlightly different capitation rates in these two states. MCOs with lower rates get
more auto-assigned members. '

In comparison, Tennessee announced that it was taking applications, and set fixed capitation rates that
were offered to all plans. * There was no forma RFP, dthough the word was disseminated widely. The
date agency developed the capitation rates on its own; an outsde accounting firm later reviewed the
process and described it as actuarially sound. Chapter V describes the state' s rate-setting calculations in
more detail, including the deegp discounts built into the computations.

In the three dates, severd other rules specified terms of participation by MCOs:

. Each date required that MCOs accept capitated payments. However, each state took

measures to buffer MCOs’ risks in the first year. Rhode Idand and Hawaii sponsored
reinsurance plans for the MCOs, and TennCare offered supplemental payments to MCOs
with high-risk cases.

. Hawaii and Rhode Idand required that MCOs use primary care provider gatekeepers.
Tennessee permitted PPQs (which do not require primary care providers) to participate.

Each state required that each MCO offer the slandard benefit package, dthough some dight
variations were permitted.

. Rhode Idand required that al MCOs be licensed as an HMO under state. regulations. ™
Hawaii had no HMO regulations. Tennessee's newly formed PPOs were unregulated. In
Y ear 2, the Department of Commerce and Insurance was given authority to monitor MCOs
in TennCare.

. Rhode Idand required that plans be available statewide, while plans in Tennessee and Hawalii
could have limited service aress.

. Rhode Idand required thet dl physiciansin the MCO take Rite Care clients (this was called
“maindreaming”). This was not universaly required in Tennessee, but the large Blue
Crosy/Blue Shield plan required that physicians treating state employees aso take TennCare

“* Auto-assigned cases are viewed as desirable, because prior research suggests that they have lower
medical expenditures (Snce they are less attached to physicians) and are hedthier (Hurley et d. 1993).

3Using economic terminology, Tennessee was using monopsonistic power as amgjor purchaser of
hedlth care to set the price, compared with the managed bidding system used in the other two States.

"“The HMO licensing requirement delayed entry of one new MCOQ for afew months.
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clients (thiswas caled “cram-down” in the gate). In Hawalii, physcians QUEST contracts
were independent of other arrangements.

In Tennessee, 12 of 20 potentidl MCOs executed TennCare contracts. The state rejected some plans
because of financial concerns; some other plans withdrew because they felt the capitation rates or contract
length were not adequate. Rhode Idland rejected two bids-one because it did not meet minimum scoring
requirements and the other because the submission was incomplete. QUEST administrators did not reject

any of themedica or dentd MCOs that submitted proposals, dthough one behaviora plan was rejected.

4. Payment Adequacy and Capitation Rates

The level of capitation rates is a critical element in determining whether managed care saves the states
money; it aso affects the willingness of MCOs and hedth care providers to participate. How do these
rates compare with predemonstration Medicaid payment levels, and how do they compare across states?

Although comparisons are smple conceptudly, they are complex in redity. The populaions and
services covered under the plans vary from state to state, and the services changed somewhat before and
ater implementation.  Findly, data sources about predemondration Medicad payment levels are
imperfect. In Table V1. 8, we have assembled data on 1993 (predemonstration) Medicaid physician and
inpatient hospitd  payment levels, 1993 Medicaid expenditures per recipient, and 1994
(postimplementation) MCO capitation rates. The datain Table V1.8 are imperfect, and readers should be
cautious in drawing conclusions about comparative status.

We can see from the top part of the table that, in 1993, Tennessee had some of the highest Medicaid
physician payment rates in the nation, while Rhode Idand had among the lowest. While Tennessee
physicians were upset that MCOs often had low payment rates, TennCare may have brought them closer

to the national average. In contrast, Rhode Idand physicians liked Rlte Care payment rates, which were
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TABLE V1.8

MEDICAID/DEMONSTRATION PROGRAM PAYMENT MEASURES BEFORE AND AFTER IMPLEMENTATION

National Hawaii Rhode Idand Tennessee

1993—Pre-Implementation
Physician payment levels (ratio of Medicaid to Medicare as a percentage)’ 73% 86% 47% 97%
Hospita payment levels (Medicaid payments as a percentage of associated 93% 87% 88% 131%
costs)® (84%)
Federa fiscd year 1993 Medicad monthly acute-care expenditures per
recipient’

Nondisabed adults $150 $155 $102-128 $142

Nondissbled children $32 $93 $50-63 $35

Disabled $373 Not applicable Not gpplicable $253
1994--First Year of Implementation
Average managed care organization capitation rate per member per month? Not gpplicable $188 $115 $101
Geographic adjustment factor for 1994 Medicare physician fee schedule 1.000 1.041 0.991 0.912

*Sourck: Norton 1995. This represents a weighted average for a number of common procedures, based on a date survey.

*SOURCE: Prospective Payment Commission 1995, based on American Hospital Association survey data. 1t is believed tha levels indude dl Medicaid revenues, induding
disproportionate-share hospital, which should overstate net payments. For Tennessee, the number in parentheses is the level with provider tax payments treated as an offset

to regular payments.

‘SOURCE: Liska et d. 1995. Recipients are unduplicated people who use medica care in a year. These are based on merged and edited HCFA-2082 and HCFA-64 data,
reported by the States for federa fiscal year 1993. Disproportionate-share hospita payments are not included. Rhode Idand recipient data are crude estimates because
the state did not submit a HCFA-2082 report, partly because it lacked an Medicaid Management Information System.  Alternative data suggest that recipient levels were
actualy much lower, and expenditures per recipient were about 20 to 25 percent higher.  Therefore, the lower end of the range for Rhode Idand is based on the reported
data, and the upper-bound estimates represent an increase of 25 percent over the lower bound figure, as a rough adjustment.

4The Hawaii rate includes medica and dental rates for the largest plan for adult and child enrollees for August 1994 to June 1995.
child enrolless, excluding dental care, for August 1994 to January 1996. The Tennessee rate gpplies for dl enrolless for January to June 1994 and includes al services,

but not supplementa payments. The supplemental payments appear to have averaged $3 per enrallee, per month

The Rhode Idand rate is for adult and

‘source: Hedth Care Financing Administration 1994. This illustrates geographic price differences and may not be directly applicable for these programs



usudly higher than Medicaid rates. Hawaii physicians reported that QUEST payment rates were about
the same as Medicad payment levels” To examine expenditure differences, we concentrate on
nondisabled adults and children, populations in common in each state. While the disabled and aged are
relevant for TennCare, they are not included in the other two programs. In 1993, the overall average acute-
care Medicaid expenditures per recipient for Tennessee and Hawaii were relatively close to the nationa
average levels, while Rhode Idand’ s expenditures appeared to be below the nationd average.*®

After the demondrations began, the programs shifted to MCQ capitation rates (aso shown in the
table). Acrosstime, MCO capitation rates cannot be directly compared with the prior expenditures per
recipient because of (1) population differences (TennCare includes the disabled and aged in its capitation
rate), (2) smal differences in sarvices, (3) tempord price differences relaed to inflation, and
(4) measurement differences. '”'* State-specific savings related to managed care can be estimated with
budget assumptions provided by the dtates. Tennessee, through its extensive discounting, designed
capitation rates that were roughly 40 percent less than the expected fee-for-service equivdents (see
Chapter V). Hawaii indicated that QUEST expenditures per person (including capitation payments,

reinsurance, and residual fee-for-service costs) were 12 percent lower than the amounts that would have

“In each state, payment rates and methods vary among MCOs. Because of the proprietary nature of
MCO-physician relationships, we could not get good data about MCQs’ physician payment rates, although
respondents could describe generd patterns. In two states, we asked MCOs to complete questionnaires
about physician payment methods and levels and promised complete confidentidity, but we received too
few responses to be usable.

*Rhode Idand enroliment data are flawed because of reporting problems.  Alternative data sources
suggest that actual enrollment was lower and that expenditures per recipient were roughly 20 to 25 percent
higher,

“For example, the 1993 Medicaid acute-care expenditures for Rhode Idand include dental care, but
the 1994 capitation rates for Rlte Care do not.

"The 1993 expenditures per recipient are based on unduplicated recipients in a year, while the
capitation rates are based on enrollment in a given month. Usud turnover rates in Medicaid suggest that
an enrollee is only on the program for 7 to 9 monthsin a12-month period. On the other hand, during a
given year, about 80 to 90 percent of enrollees receive medica services.

228



been spent under fee-for-service (see Table 1V.2). Rhode Island data indicate that it saved about 6 percent
through the shift to Rlte Care (see Chapter V). Because these savings estimates are based on assumptions
of the aternative fee-for-service expenditures, they are not definitive estimates.

The capitation payments shown in Table V1.8 should not be directly compared across states. The
most important difference is that Tennessee's rate includes the disabled, whose care is much more
expensive, while Hawaii's and Rhode Island’s rates include only adults and children. There are aso dight
differences in the services offered; Rhode Idand’s rate excludes denta care. The Tennessee rate was for
early 1994, a year before the Hawaii and Rhode Idand programs' rates, so there are inflation-related
differences. Findly, underlying price differences that should affect the capitetion rate differences exist
among the three states. To illustrate this point, the bottom row of the table presents geographic adjustment
factors for Medicare's physician fee schedule. These data suggest thet underlying differences in the price
of hedth inputsin Hawaii make medica care about 14 percent more expensive than in Tennessee, while
Rhode Idand is about 9 percent more expensive

Overall, it appears that Tennessee's capitation rates were the lowest of the three, followed closely by

Rhode Idand. Hawaii had the highest rates.”

5. Changes After the Firs Year
After thefirst year, states made modest changes in the MCO contracts and rates:
Tennessee In July 1994 and July 1995, the state increased capitation rates by 5 percent, as

planned. In September 1995, new agreements were signed with MCOs that increased the
capitation rates 4.5 percent above the regular annua increases. Other changes: MCQs will

¥TennCare and Rlte Care rates can be compared for specific groups. For infants, the TennCare
capitation rate was $114 per month (after adjustments), while the average Rlte Care rate was $247.
TennCare paid $40 per month for children ages | to 13, while Rlte Care paid an average of $48 for
children ages 1 to 14. TennCare paid $73 for maes ages 14 to 44, while Rlte Care paid $70 for maes
ages 15 to 44. The rates for adult females were not comparable because Rlte Care had a separate payment
for delivery costs. Including the TennCare supplemental payments would increase rates about $3 per
month.

229



provide patient education newsletters, will participate in the state’s information clearinghouse
for providers, and MCO payments for claims will be expedited. In addition, the origind
contracts require PPOs to convert to HMOQs and use gatekeepers by the beginning of 1997.

. Hawaii. In contrast to the expected increase in MCO capitation rates (planned to begin
July 1995), rates were renegotisted, and most decreased dightly. Furthermore, the initial
2-year contracts were extended another few months.

« Rhode | sland. Contracts and capitation rates were extended through February 1996. The
state planned to make changes (such as modifying rates and requiring that MCQs buy
reinsurance on the commercia market, instead of through the State).

The additional increases in capitation rates in Tennessee and the rate reductions in Hawaii indicate that the

differencesin rates across states are narrowing with time.

G. PROVIDER ISSUES
The managed care systems required rapid development of health care provider networks. The
reaction of health care providers to the new programs varied considerably by state and type
of provider.
The adequacy of managed care depends on the ability of MCOs to attract, work with, and retain health
care providers. To understand provider issues, we met with provider representatives (for example,

medical, hospital, and primary care associations) and with urban and rura providers. We conducted focus

groups of participating physcians in the urban areas and spoke with state and MCO representatives.

1. Recruitment of and Contracting with Providers

MCOs’ approaches to recruiting and contracting with providers varied, depending on state rules and
the nature of the MCOs. Group-model HMOs were reluctant to expand much for the demonstration
programs. In Rhode Idand, because of the sate's maingtreaming clause, al physcians participating in
commercid MCOs were required to serve Rlte Care patients.”® In Tennessee, Blue Cross/Blue Shidd

(which had the “cram-down” provison) aso relied on its extensve set of participating providers. Even

“However, one plan acknowledged that 11 percent of its panel of primary care physicians would not
teke Rite Care.
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in these dtuations, however, there were some modifications to accommodate clients and providers in
certain areas. For example, in each state, HCFA required that MCOs contract with FQHCs unless they
could demondrate an adequate capacity to serve the low-income populations without them; therefore,
MCOs often developed new contracts with community heglth centers.

Usudly MCOQs needed to recruit a network of providers quickly to serve the demondgtration
populations; therefore, they were not particularly exclusive in recruiting providers. Across the three states,
physicians who wanted to participate in MCOs were rarely rejected, and most hospitals signed contracts
with a number of MCOs. On the other hand, providers often were sdective in determining their
affiliations; sometimes they preferred particular MCOs (for example, community helth centers preferred
to contract with the FQHC-related MCOs) or wanted to ffiliate with only one or two plans to reduce
adminigrative burdens.

Newly developed or rapidly expanding MCOs required specia recruitment patterns. The FQHC-
related MCOQs in Hawaii and Rhode Idand used the hedlth centers as the core of primary care providers.
The Rhode Idand MCQs identified specidists who aready worked with the FQHCs, while Hawaii drew
from the University of Hawaii medicd faculty for specidigs. Access MedPlus (WhICh grew tenfold with
the start of TennCare) used its existing network of physicians to help recruit others, especialy in other parts
of the state.

Since Hawaii permitted QUEST-only networks of physicians, provider availability could have been
a more serious issue there than in the two other states. Analyses of provider lists (see Chapter V) suggest
that there were a sufficient number of physicians statewide, although there may have been shortages in the
rural area we visited. We also heard that access was more difficult in some areas in Tennessee and Rhode
Island. Of course, it seems likely that access was dso a problem in some areas under fee-for-service

Medicaid.
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In Tennessee and Hawaii, MCO contract negotiation was new to many providers, especidly
physicians. Physcians in these gtates often felt they had amost no bargaining power in negotiations.
Physicians were often offered options about payment mechanisms (for example, discounted fee-for-service
Versus capitation) or the number of patients they would accept; however, the payment levels and contract
terms were viewed as nonnegotiable. In some instances, physicians (particularly specidists) grouped
together in opposing the new managed care plans. This strategy led to apparent shortages of some
specidty areas in TennCare and QUEST. In contrast, hospitals seemed to have somewhat more bargaining

power than physcians and were sometimes able to negotiate more favorable terms with MCOs.

2. Physcians

Although a general goal of each demonstration program was to shift from fee-for-service to capitated
care, physicians were still usually paid by the MCOs on a discounted fee-for-service basis, not capitation.
This varied somewhat from plan to plan and depended on the practice Sites of physicians. For example,
FQHCs or group practices were more likely to be capitated than solo physicians. Speciaists were usualy
paid on a feefor-service basis. Even where physicians were paid on a fee-for-service basis, sometimes
there were managed care adaptations (such as case management fees or performance-related withholds
or bonuses). Use of capitation may rise over time as physicians become more comfortable with the new
MCO relationships. In the first year of the demongtration projects, physcians bore relaively little risk in
the new managed care arrangements.

Physician reactions to the demongtrations varied from generdly satisfied with Rite Care (about
payment levels, dthough not adminidrative aspects), to somewhat dissatisfied with QUEST, to more
opposed to TennCare. At the very beginning, physcians attitudes were affected by the extent to which
the states conferred with them during the design process. The most widdly publicized physician opposition
occurred in Tennessee, where physicians felt excluded from the demongtration implementation process.
The Blue CrosyBlue Shield “cram-down” provision and seemingly low payment rates further antagonized
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physicians. Physicians in Hawaii were also upset by the lack of public debate regarding the demonstration;
however, the QUEST payment rates were similar to predemonstration levels, so this was less of an issue.
In comparison, Rhode Idand physicians seemed more supportive of Rite Care. State officids had
consulted with the medicd society before implementation, and an explicit god of the program was to
increase payment levels for primary care physicians.

After the demonstrations began, physicians' complaints centered around implementation snafus, such
as dgnificant delays and mix-ups in patient assgnment to primary care physcians, confuson over
digibility status, and problems handling referrds. One troublesome problem was the disruption of long-
standing physician-patient relationships. Physicians reported that, despite patients requests, the enrollment
systems often assigned their patients to other doctors. Physicians and consumers in TennCare and QUEST
experienced more such disruptions than did those in Rlte Care, perhaps because of the speed of
implementation and other factors. These complaints became less frequent as the states and MCQs worked
to correct implementation problems. In Tennessee, another snafu was payment delays and high rates of
clams denids, caused largely by inadequate clams-processng systems in some MCOs.

On a longer-term basis, physicians cited two persstent issues (often voiced, as complaints about
managed care in generd). The first, mentioned in Tennessee and Hawaii, was the added administrative
burden arising from managed care practices. Many physicians stated that managed care required more
daff effort (such as referrds or preauthorization requests), but physician payments were not dways
augmented to account for the additional efforts. These burdens were compounded by the fact that different
MCOQs had different administrative requirements, which increased confusion. In Rhode Idand, physicians
aready had relationships with the MCOs, so they understood the MCOs’ requirements. A second issue,
voiced in al three states, was the lack of patient education about managed care principles by either the state

or the MCOs. As a consequence, enrollees often sdf-referred themsalves to speciaists or emergency
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rooms, and the burden of explaining the new managed care rules fell upon the physcians and their staff

members.

3. Hospitals

One interesting element of the demongtrations was that they provided an opportunity for some
hospitals to develop verticaly integrated MCOs, consolidating the insurance function with hospitd care
and physicians into a single plan. These included Vanderbilt Hedth Plan, Total Hedth Plus, and TLC in
Tennessee and Straub in Hawaii, each related to major hospitals in the sates. In generd, hospitds were
paid using negotiated per diems or Diagnosis Related Group-related payments; capitation was uncommon.
However, as noted earlier, there were some verticaly integrated plans that gave some hospitals more of
afinancid stake in the programs.

Hospitals perspectives on the demondtrations varied across the three states. Hospital associations
and hospitals in Hawaii and Rhode Island had a “wait and see” attitude; they felt it was too early to assess
the impact of the new programs. Although both states hoped to use managed care to reduce
hospitdization, the results were not apparent when we visited.

In contrast, some Tennessee hospitals had serious problems with TennCare or-specific MCOs.
Hogspitals found that some MCOs pad less than the prior Medicad payment rates (particularly if
disproportionate-share hospital payments were included), and some MCOs were paying very dowly
(cresting major cash flow problems). One widely publicized example of a public hospita experiencing
serious financid hardship is the Regiond Medica Center (The Med) in Memphis. The Med logt various
public subsidies (such as disproportionate-share hospital funds and other state funds) and was experiencing
other problems in the trangtion to managed care. Because of budget problems, The Med has sharply
downsized and closed certain units, In comparison, Le Bonheur Children’s Hospita in Memphis had
difficulties in the first year, but was able to leverage improved payments after it threatened to stop
participating unless plans upgraded their processing and improved payment rates.
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4. Community Health Centers and Public Health Departments

FQHCs and public hedth departments, traditiona providers of care to needy populations, were
particularly concerned about the shift to managed care. State primary care associations were among the
most vocal critics of the Section 1115 demonstration programs. Health centers feared that they would lose
their cost-rembursement status and suffer lower payment rates and that some of their patients would
migrate to commercid MCOs or physicians.”’ Furthermore, hedlth centers worried that managed care
systems did not accommodate enabling services (such as social services or language trandation) that were
as important as medicd sarvices in serving many low-income or uninsured individuas.

In Rhode Island and Hawaii, FQHCs banded together and started their own MCOs (Neighborhood
Hedth Plan of Rhode Idand [NHP-RI] and AlohaCare, respectively) to help ensure that centers received
better payments as providers. In addition, they sought supplementa support from the state to bring them
close to cost-reimbursement, at least on a transitional basis. Rhode Island agreed to pay an extra $10 per
month for enrollees selecting FQHCs as primary care providers. However, Rhode Idand health centers
continued to experience problems because of reductionsin casdload, perhaps partly caused by the delay
in licensng NHP-RI. Hawaii was negatiating an additiond lump sum payment to aid FQHCs that were
paticularly affected by the loss of cost-rembursement. There were no speciad accommodations for
FQHCsin Tennessee; ther financid status under TennCare appeared to vary across the state.

The coordination of public hedth services and managed care has sometimes been difficult. The
demonstrations have altered funding streams, so that state and county health departments are often getting
less funding from Medicaid than before. Moreover, the demondgtrations have atered the role of safety net

providers, as they struggle to identify the boundaries between their responsbilities and those of MCOs.

"HCFA waived standard Medicaid requirements that FQHCs be paid based on the actual costs of
care, which typicaly increases payment rates substantialy.
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H. CONSUMER AND ADVOCACY VIEWS
In focus groups, consumers were generally satisfied with their medical care, although the

chronically ill or disabled were less satisfied. Consumers often encountered problems or
confusion While enrolling in the program or selecting MCOs or physicians.

To understand the program from the consumers perspectives, we held focus groups in each state and

met with consumer advocates.

1. Focus Groups

In each state, we convened three consumer focus groups. (1) an urban low-income group, (2) a rurd
low-income group, and (3) a disabled or chronicaly ill group. Because the respondents were not randomly
selected and the samples were smdll, the responses should not be viewed as Satistically representative of
the demondration populations. However, they provide useful indgghts into the reactions of a handful of

consumers. Certain themes often arose:

. Low-income consumers were typicdly satisfied with their primary care providers and the
medical care they received. Sometimes they were frudrated with delays in getting
gppointments or referrals, but this may aso have been a problem under fee-for-service
Medicaid.

. Chronicaly ill and disabled consumers were somewhat less satisfied with their medical care.
They had greater concerns about reduced access to speciaists and emergency care.

. Adminigrative problems, such as diffkultiesin or confusion about enrollment or selection of
an MCO or primary care provider, were relatively common. In addition, respondents often
found that program staff members were not sure of the rules either.

. Rdaivdly little patient education about how to select an MCQO or about managed care was
provided in Tennessee and Hawaii.

. Ddaysin getting MCQ membership cards were common, leading to difficulties in getting
care in the “gap” period.

. Consumers often switched to new physicians when joining an MCO (sometimes voluntarily,
sometimes not).  Although enrollees typicdly tried to select a plan that had their doctors,
sometimes their doctor did not participate in any MCO or there was a conflict with MCOs
that had other family members doctors. Sometimes enrollees had a hard time learning which
doctors were in which plans,
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. Respondents sometimes were also concerned about access to, or switching of, other

providers, including dentists, hospitds, and pharmacies.

Some of the difficulties, such as confusion a the beginning, may be transitory and could become less
acute over time as people become more familiar with the new system. Other problems, such as switching
doctors or chronicaly ill/disabled clients' concerns, are at least partially inherent in managed care. Because
MCOs may try to save money by redtricting the set of participating providers or reducing apparently
unnecessary care, paients will have some limits on thar flexibility. It is difficult to say whether these
limits also compromise the quality of medica care provided. We heard a few reports that suggested delays
in getting appropriate care or barriers that led patients to seek out-of-plan care that they paid for out of their
own pockets.

Involuntary or accidental doctor switching appeared to be more of a problem in Hawaii and Tennessee
than in Rhode Island. At least part of the problem appeared to be that lists of physicians participating in
each MCO were not dways reedily available to clients at the time they made their MCO selection or that
some participating doctors were no longer accepting new Medicaid patients at thet time.  In those two
States, respondents also reported that it was sometimes difficult to change primary care providers within
a given MCO. In Rhode Idand, consumers appeared to fed that managed care ir%proved access to
physicians. A few in Rhode Island also mentioned voluntarily leaving community health centers to be seen

by private physcians.

2. Consumer Advocates

The roles of the advocacy community varied congderably among the states. In Tennessee, some
advocates were involved with the planning and design of TennCare. By contrast, in Hawaii and Rhode
Idand, advocates had little involvement prior to implementation of the program. In Rhode Idand, the legd

ad society was very concerned in the beginning and considered suing the sate.
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After implementation, advocates generdly became more involved, often as members of policy
advisory groups (which aso include provider representatives). Advocatesin al states expressed concerns
about barriers for specid populations (such as cognitively impaired children or pregnant women) or for
catan hedth care providers (such as community hedth centers or public hospitals). Sometimes the
advocates were able to work with the state or the MCQOs to modify policies. For example, in Hawaii, a
specia unit was set up to expedite eligibility processing of pregnant women and in Tennessee, an advocacy

hotline was established to help enrollees with TennCare concerns.

|. CHANGES AFTER THE HRST YEAR

Although the basic program structures have been retained, policies andprocesses continue to

be refined as time passes.

All three initiatives have survived subgtantid changesin state political landscapes after the firgt year.
Democratic governors started Rlte Care and TennCare in 1994, but Republican governors succeeded them
in 1995. Hawaii changed from one Democratic governor in 1994 to another in 1995. Although each
demondtration had some controversy during its first year and encountered some politica oppaosition, the
new governors al supported and maintained the demonstration programs.

While the basic gtructure of each initiative remained the same fter the firgt year, the reform efforts
witnessed incremental changes in policies or procedures, Each state also evolved in its process of decision
making. The demondration programs were typicaly developed or implemented in haste and with little
involvement of dakeholders.  After implementation, however, dtates developed specid advisory
committees or other forums for policy discussons among the sate, consumers, providers, and other
stakeholders. HCFA is now requiring states applying for Section 1115 demonstrations to include a public
comment  period.

In these three states, as in al states in the nation, the uncertainty about future federal Medicaid policy
and budgets has made long-term planning difficult. At the time of our Site visits, states were aware of
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discussions to block grant Medicaid and cap spending, but were unsure how this would affect them. At
the time of this writing, future federd Medicaid policy is sill uncertain because of continuing budget
disagreements between Congress and the President. Our impresson was that, if Medicad funding is
reduced (relative to their budget neutrality agreements), the states would continue to require managed care.
They would like to maintain a least some of the expansions permitted by the Medicaid waivers but would

need to congder changesin digibility or covered services to stay within tighter budgets.

a. Policy Changes

Tennessee and Hawaii both encountered budget problems in their first year and undertook program
retrenchment. At the end of 1994, Tennessee stopped enrolling new uninsured clients (except fop people
losing Medicaid digihility). At the end of 1995, the State was planning to increase premium levelsin the
hope of increasing patient revenue and constraining participation. Hawali dso increased premiums o that
they began at 100 percent of poverty, rather than 13 3 percent. QUEST digibility rules regarding students
and the sdf-employed were dso tightened. In April 1996, Hawaii undertook a mgor reduction in the
scope of QUEST. In contrast, Rhode Idand had fewer expansion clients than anticipated and extended
the age limit for expansion children from age 6 to age 8.

Planned extensions of QUEST and TennCare were delayed, by the state (Hawaii) and HCFA
(Tennessee). Hawaii planned to add the disabled into QUEST as well. Tennessee planned to develop
managed care plans for the severdy and persastently mentaly ill and emotionaly disturbed children.
Tennessee implemented the severdly and persstently mentaly ill plan in 1996, while the other expansions

for TennCare and QUEST appear to be on hold at this time.

b. Procedural Changes
States and MCOs were aware of adminidirative problems, such as enrollment delays or confusion

about policies. Some of these problems became less acute as the initid rush of startup concluded, and
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everyone became more familiar with the programs. Beyond this, each state appeared to be making serious
efforts to solve problems such as enrollment delays.

Two program elements that were scheduled to become more prominent in the second year were
quality assurance/qudity improvement and data systems. Developing actua quality measurement systems
or standards and developing encounter data systems requires detailed negotiations and systems testing that
can only occur after MCOs are in place. In some cases, these efforts aso require new contracts (such as
those for data processing firms or for organizations to conduct consumer satisfaction surveys). At this
time, we are unable to assess the quality of care being provided by the MCOs or the qudity of the

encounter data being submitted.

J. LESSONS LEARNED

This find section offers some prdiminary thoughts amed toward those who are considering
implementing large-scale Medicaid changes like those discussed in this report. Because this is the first-
year report from a broader S-year study and is primarily based on qualitative information, we do not have
rigorous assessments of program impacts, nor can we be certain that the issues observed in these three

states would necessarily apply to other states.  Acknowledging these uncertainties, we believe tha

important lessons are:

1. States can implement major changesin a short period. The three Sates implemented
major demonstration projects in a short time period. These mgor achievements involved the
combined efforts of state and federal agencies, MCOs, hedlth care providers, and advocates.

To varying degrees, each state provide heath care coverage to new groups that would have
otherwise been uninsured.

2. States should allow enough time for planning and implementation. Tennessee's
schedule was too tight, and a wide array of problems occurred because of inadequate
planning and communication. Both Hawaii and Rhode Idand took about 1 year to
implement and still encountered difficulties. The level of chaos and confusion is exacerbated
when implementation occurs statewide al on one day. Although Rhode Idand’s rolling
implementation schedule aso had shortcomings, it did not tax the capacity of the system dll
a one time. The director of Arizona's long-running demongtration program has recently
stressed the need for adequate planning time (Chen 1996).
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3. Despite their start-up problems, the demonstration programs survived major state
political changes. Once programs such as these are under way, it is difficult to drop them.
Each date elected a new governor, and two dates elected a governor from a different
politicd party. Despite controversy, the new administrations continued to support the
demondtrations and, in some cases, made important program improvements.

4. Newprograms need to have enough adminidtrative resources. At least in the short term,
states may require more administrative capacity, particularly if they are continuing to use fee-
for-service for some populations or services. Each state ran into shortages of staff, especialy
enrollment or consumer relations g&ff, a the beginning.  States constructively used private
consultants to help design and/or manage dements of their program (especidly new
managed care contracting and capitation rates) and added expertise that was not otherwise
available among state staff From the Start, the state needs to devel op adequate automated
data systems that are suited to enrollment and payment functions for managed care
programs, standard MMIS and related digibility syslems were not designed for these
purposes. States may have underestimated the resources needed to monitor MCQs. In
gates with little managed care experience, MCO start-up problems can be serious and can
have long-lagting consequences. Rhode Idand, which had the strongest managed care
market and the best developed HMO licensure requirements, had fewer problems than
Tennessee.

5. Clients and health care providers want more patient education about managed care. A
common complaint made by both dients and medicd saff was that enrollees did not
understand their choices among MCOQOs or how managed care worked. Only Rhode Idand
made any serious attempt at patient education, but providers felt that even more education
was needed. Thisis most important when the program is new, and there is not much word-
of-mouth advice available within the community. At the minimum, states should have up-to-
date directories of participating physicians available for clients to help them sdect MCOs
when they enroll.  Ongoing education can be used to explain topics such as how to use
primary care gatekeepers and when to use the emergency room. .

6. States need to pay careful attention to enrolling pregnant women and newborns. Each
state encountered snags in enrolling one or both of these groups.  States need to develop a
simple method to ensure that a newborn is enrolled and is assigned to the MCO in which the
mother participates, This process would improve continuity of care and give the MCO a
greater incentive to ensure that high quality prenatal care is given. For pregnant women, the
state needs to ensure an expedited eligibility process, since application backlogs often occur
a the start of a program.

7. Unanticipated budget problems can undermine expansions. Each date suffered
unanticipated budget problems. Tennessee was unable to raise enough funds for the Sate
share and was forced to curtail enrollment of the uninsured late initsfirst year and make a
number of budget adjustments in the first and second year. Hawaii’s participation levels and
capitation rates were much higher than expected, forcing program cutbacks in 1995 and
1996. Rhode Idand serioudy overestimated the number of expansion women and children
that would be served; they have since increased digibility for children.
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8. Medicaid managed care can be expanded rapidly, although it is too early to assess the
quality of care or the MCOs’ long-term financial dability. An initid question was
whether MCQOs would bid or would be formed to handle massive expansions of managed
care, especialy since these states had limited Medicaid managed care experience. Each State
was able to encourage a number of plans to paticipate, and some new MCOs were
developed explicitly for the programs.* Some of the new MCOs could not have been
formed under standard federd rules, such as FQHC-related or Medicaid-only plans,
Generdly, the MCOs that expanded to serve the most patients used network-style managed
care (that is, IPAs or PPOs), as opposed to group-model HMQs. Networks could be formed
in rural areas, as well as in urban ones. Even o, there were access problems for some areas
or physician speciaties. In most cases, physicians continued to be paid on a discounted fee-
for-service basis, physician capitation was not the norm.  Although MCOs were formed
successfully, it is difficult to assess the qudity of care provided by the plans, and it is too
early to assess the financial stability of the plans (especially new plans or those that expanded
rapidly). The stronger commercial managed care markets in Hawaii and Rhode Idand, and
Rhode Idand’s strong licensure requirements, appear to have improved the trangtion to
managed care in these states, compared with the process in Tennessee. The lack of
experienced MCOs in Tennessee led to problems, suggesting that states need to review
MCO readiness more carefully and limit the sze of enrollment in some MCOQs, such as
newer ones, until these MCQs have proved their gbility to operate smoothly. Monitoring
qudity and financid gability will be important in future years,

9. Safety net providersrequire special support. The experience of safety net hospitasin
Tennessee suggests that states or MCOs may need to make specia arrangements for these
providers to ensure that they can make a trangtion to managed care and continue their
mission to provide care to vulnerable populations. In dl three dates, some FQHCs
experienced problems, partly caused by the loss of cost reimbursement. Rhode Idand and
Hawaii provided some supplementa payments to assst FQHCs.

10, Jt is not clear whether competitive bidding or rate setting leads to better or more stable
rates. Most economic theory suggests that competitive bidding leads to the lowest and most
efficient rates. Although it is difficult to compare the capitation rates in each State because
of structural differences, it appeared that Tennessee's rates (which were set administratively)
were the lowest. Evenin Hawaii and Rhode Idand, where competitive bidding occurred,
the initial bids were followed by administrative negotiations to lower the prices. It ispossble
that states' rates will converge over time: Hawaii was able to reduce capitation rates slightly
between Years 1 and 2, while Tennessee has increased rates faster than planned. In the long
run, the MCQ capitation rates offered (whether through competition or rate setting) must be
reasonable by market standards to continue to attract participation by enough MCQs and
hedth care providers. If the capitation rates drop too low, it seemslikely that some MCOs
and providers will cease participation. This would reduce the possible competitive field and
push rates up -agaim.

2The expanson of Medicad managed care over a short period was dso feasible in Arizona and
Oregon, However, recent problems in atracting MCQs for Vermont's Section 1115 demonstration show
that developing contracts with enough MCOs may not aways be feasible.
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11. Flexibility and communications are important; conditions can improve over time. Each
state's startup began with a period of upheaval, chaos, and controversy. Our impresson is
that conditions were more stable and less controversid by the end of the first year.  An
important key in each state was the ability of the state, the MCOs, hedlth care providers, and
other stakeholders to keep lines of communication open and to be flexible in approaches to
problem solving after the programs began.

Given the scope of changes and the limited time frames in which these programs were undertaken,
the implementation of these demonstration programs is a major achievement that involved combined efforts
of state and federal agencies, MCOs, hedlth care providers, and advocates. In varying degrees, each dtate
provided hedth insurance to new groups that would otherwise have been uninsured.  Continuing
assessment of these and other Section 1115 demongration projects should help us understand the

feagbility and implications of gate hedth reforms involving the Medicaid program.
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APPENDIX A

PHYSICIAN FOCUS GROUP FOR RITE CARE



*r



A focus group of Rlte Care primary care physicians was conducted to gain a perspective on
physicians reactions to Rlte Care. A range of topics related to Rite Care and managed care was
discussed, including the physician/managed care organization (MCO) relaionship, physdan payment
levels, changes in patient casdoads, patient understanding of Rlte Care and managed care, quality

of care, and referrd networks under Rlte Care.

FOCUS GROUP COMPOSITION

Three MCOs (HMO Rhode Idand, Pilgrim, and United) were asked to identify obstetricians,
pediatricians, and other primary care physicians in the Providence area for the focus group.” In
addition, Rite Care officids provided a complete listing of primary care physcians participating in
Rite Care. The final selection process tried to ensure that an equa number of physicians were invited
from each plan and that the focus group include a range of primary care physcians (including
pediatricians and obgtetricians, as wel as internists and genera practitioners). Physicians actively
involved in planning or advisng about Rite Care were not to be nominated, because the discussion
was intended to be representative of regular, practicing physcians. All responden:ts received dinner
and $100 for participating; only Mathematica Policy Research, Inc. and Urban Ingtitute researchers
and the physcians were present at the meseting.

Ten phygcians (of the 15 recruited) participated in the focus group, which was hdd in
Providence in August 1995. Of the attendees, three were internists, three were
obstetricians/gynecologists, three were pediatricians, and one was a generd practitioner. Five of the

physicians had solo office-based practices, two had small group practices, and two worked at

‘We did not invite participation from the Neighborhood Hedth Plan or Harvard Community Hedlth
Plan, since thelr primary care physicians are primarily salaried doctors. However, a number of physicians
who participate in these plans also participate in other plans and therefore attended the focus group.
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community hedth centers. One had a hospital, academic, research, and adminidtrative practice.
Three reported having obtained their medical degrees in the past 10 years and four prior to 1985; one

did not respond.

OVERALL PERCEPTIONS OF RITE CARE
Following are the main perceptions of Rite Care that physicians in the focus groups had:
. They received sgnificantly higher payments under Rlte Care than under fee-for-service
Medicaid, and they received these payments in a much more timely fashion under Rlte

Care.

. They faced more paperwork burden under Rlte Care than for their commercia patients
in the same plans.

. There was inadequate orientation for enrollees about managed care and the gatekeeper
modd; thus, providers felt they were required to provide this education themsalves.

. The MCQs were overmanaging them.

. They were concerned about the suitability of providing care to traditiond welfare and
Medicaid recipients in private physician’s offices, because these offices lack the needed
enhanced services many of these patients require.

COMPARISON OF RITE CARE AND MEDICAID

Prior to Rlte Care, al except two of the focus group physicians accepted Medicaid patients. Of the
eight physicians who participated in Medicaid prior to Rlte Care, however, three limited their participation
to individuals who were patients prior to becoming Medicaid digible or who had specid circumstances
Currently, al physicians sarve Rlite Care patients. The Rlte Care patients as a percentage of their total
patients varied considerably among the physicians. In addition, the physicians claimed théat the Rlte Care
program did not noticeably affect overdl patient caseloads.

Physcians reported that the trangition to Rlte Care caused much disruption of old patterns of care.

This was particularly true of emergency services. In general, when a patient goes to the emergency room,

the managed care desk or admitting clerk cadls the patient’ s physician and asks for authorization to treat
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the patient. Ifthe physician does not approve the care, the patient will be turned away. There were mixed
reports as to how physicians felt about this. Some felt the system would encourage more appropriate care
inthe long run. “1 actualy had somebody who walked into the ER about six o' clock, or five o' clock a

night, and needed stitches taken out and | said, ‘No, I'm till in the office, send him here) and | sort of felt
like that’ s the way [the] system is supposed to work. It's supposed to keep the slliness out of the ER.”
Sometimes, however, the patients were individuals the physician had never seen. “Oftentimes |’ get acal
from the emergency room. . . A patient is there, I'm her primary care provider because she signed up with

me, I’ve never see[n] the patient. But she' sthere in the ER and they, the ER, need my permission to trest
her. What am | going to say, ‘No’' ?” Others were reluctant to make a decision over the phone not to treat

someone dreadly & the hospital without an examination for ligbility ressons.  They were concerned that,
if abad outcome were to occur, the physician (not the MCO) would be ligble; therefore, they tended to
approve emergency room care.

Two mgjor concerns with the move to Rlte Care were the lack of consumer education about managed
care and the movement of the site of care from community and hospital clinics to private physician offices.
In generd, the physicians were frudirated by the lack of education provided by the state for Rite Care
enrollees.  For example: “And | don’'t know who is taking to them when they call and sign up for these
plans, but we have to sart al over from scratch. It's an incredible amount of time that our nurang Staff
and our adminigrative saff and our financid consultant staff have to do with every single patient that
comes in. They don’'t have a clue about the managed care system. They don’'t understand what they need
for prior gpprova. They don't understand who their primary provider is. They don't understand Medica
home. They don't get any of it.”

Respondents noted that Rite Care has a large population of non-English-spesking enrollees and
individuals with low educationd attainment. They stated that the movement to managed care was very

confusng to many Rlte Care enrollees who did not understand that they could no longer go to the
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emergency room, that they had a primary care gatekeeper who had to approve al referras, and that their
choices of providers were limited. This crested difficulties for the patients and adminigirative hasdes for
the phydcians “I see some of them and they’ll cal meup [and say]. . . . ‘| went to this gynecologist and
he wants me to see XXXX doctor. | had one of these patients who went to see three and | didn’'t even
see the lady. | said, ‘I’'m not [sending you to] this guy, this guy, that guy, because the other one said so.
If you want to get another primary care physician [go ahead], I'm not just athroughway’.”

Equdly important, a number of physicians (principaly two who practice in community hedth center
and hospital clinics, but also some private-practice physicians) raised serious concerns that the shift in the
site of care from hospital outpatieat clinics and community health centers to private physician practices may
result in less gppropriate services for non-English-spesking enrollees and enrollees with complex
psychosocial problems (such as low educational attainment or substance abuse problems) because private
practices do not have the resources to meet the needs of these types of patients. *“I mean, the violence and
the incest and | mean, it's just incredible. And so if one of our patients picks a private physician who's not
used to seeing this, and doesn't have the support service, | mean we've got nutritional staff, we ve got
socid workers, we've got dl this other stuff, we have specia projects of people, who are substance
abusing, and ten percent of pregnant women in the state test positive for illicit drugs.  They wak in one
of these private doctor’s offices-where. is this person supposed to come up with al these support
sarvices?--and yet they're required to provide them if they’re going to be aRlte Care provider.” These
physicians further argued that community heath centers and hospital outpatient departments remain the
most appropriate settings in which to provide care to the Medicaid population with medical and nonmexdical
needs; thisis because of the additiond time built into appointment dots and the presence of bilingua staff
members and psychosocial support services on site. These physicians expressed deep concern about the

content of the care that these patients would receive from private-practice physicians.
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In contrast, most physicians agreed that, for those Rlte Care enrollees who had higher incomes and
lived in more suburban areas (the working poor) Rlte care was probably an improvement over being
uninsured or being on Medicaid. They asofdt that this population of Rlte Care enrollees was probably

adequately and appropriately served by private physicians under Rlte Care.

SELECTION OF MANAGED CARE PLANS UNDER RITE CARE

Unlike in other states with Section 1115 waivers, adl physicians participating in Rlte Care MCQs ae
required to serve Rlte Care patients, as aresult of Rite Care’s maingtreaming provisons. Therefore, the
decision about whether or not to serve Rlte Care patients is different for Rhode Island physicians. Among
the focus group physicians, eight served Rite Care patients under United, seven under Pilgrim, seven under
Hedth Maintenance Organization--Rhode Idland, three under Neighborhood Hedlth Plan--Rhode Island,
and one under Harvard Community Health Plan. All of the respondents participated in more than one plan.

Five participated in three plans, one in two plans, onein four plans, and onein five plans.

PAYMENT [SSUES

Physicians reported that payment levels under Rlte Care are higher than under fee-for-service
Medicaid. “And then Rlte Care came along and so most people, at least the pediatricians | talked to, were
very happy just because anything was better than the present system. But it ill isn't greet, . . and Rlte
Care is an improvement, but it's sill subgtantidly discounted on what you get from just everybody ese,
and it's not as if the patients themselves are much lower maintenance. The patients usudly reguire quite
a bit more, because, unfortunately, they're needier in other ways.” The physcians aso fet they received
payments more quickly under Rlte Care than under fee-for-service Medicaid. Most of the respondents
were being reimbursed on afee-for-service basis. At the same time, the physicians noted that in dl but
one of the plans (Pilgrim), they are paid at rates that are lower than those of their commercid patients.

Moreover, within the Rlte Care program, they are paid different rates to provide the same sarvices,
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depending on the MCO. This has led some of them to encourage their patients to enrall in Rilgrim;

however, Pilgrim has significantly limited Rlte Care enrollment.

OTHER MANAGEMENT ISSUES

Two separate, but perhaps related, management issues were brought up in the focus group. The first
had to do with referrals. While all of the physicians had participated with the MCOs prior to Rite Care,
many of the managed care products they were involved with were not gatekeeper models. While they were
familiar with managed care, they were less familiar with the referral process and felt that the paperwork
was burdensome.

The second issue had to do with prescription drugs. Under Rite Care, many pharmacieswill not alow
physicians to call in a prescription over the telephone. The patient has to bring the actud prescription in,
or (in some cases) a pharmacy will alow the physician to mail in the prescription the next morning.  They
were further frustrated because pharmacies will accept telephone prescriptions for commercid patients
usng the same MCOs. In addition, a number of physcians noted that they had problems obtaining
authorization to prescribe certain drugs. While authorization to prescribe certain drugs can be obtained,
the authorization process can consume a significant amount of office gaff hours, A physician rdaed this
story about a woman whose medicine was not on the formulary list: “I contacted my business manager,
who called an 800 number to get approval. You go through an automated system which goes through
number one through seven. We, unfortunately, had to wait for seven. And when we got that, they then
told us we had to call anational 800 number. So we had to gart dl over again and go through another
automated system. That person gave us an authorization after | told them that there was no dterndive. .

. gave us an authorization which we had to write on the prescription pad; we had to call the pharmacy and
give them the authorization, the patient had to come back in to pick up the written prescription, and take
it back to the pharmacy. She made. . four trips unnecessarily. She ended up getting the [same] medicine
tha we wrote for her initidly, and we have had that; that's not an isolated incident. We had people who
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we had written penicillin for strep throats and they go, we called in the prescription, they will not fill it over
the phone.”

In general, physicians felt that MCQs were forced either to develop heavy-handed management styles
for both patients and physicians under Rite Care or to face financial losses on the Rlte Care program. “So
if I'm the chairman of United Hedth Plan, and | agree to take on X percentage of the Rlte Care
population my god is to manage that population, knowing that they're going to be tough as nalls to
keep a handle on. So I’'m going to really overapply managed care principles and try to control costs. So
I’m going to set up the managed care desk at Hasbro [the Children’s Hospitd in Providence]. . and
everybody that walks in is going to walk right out. You've got to be horizontd to get into my emergency
room. And that’s s0. . It drives physicians nuts because you don't want to be in countermanaging your
patients, for whatever reason, whether or not I'’m more expensive than the next guy. . . So as physicians
it's very, very odious to kind of ded with that Suff, but & the same time from the financid guy’s
perspective, | see what they’'re doing. They're trying to redly heavy-handedly apply managed care
principles to a very tough system, and you can only hope that over time it would shake out to something
that's a little more pdatable.” The focus group physcians fdt very strongly that 'poth physicians and
enrollees were being overmanaged. They resented administrators dictating the types of drugs they could
prescribe and some of the authorization requirements (for example, for referras for routine gynecological

examinations or for exiging relationships with specidists who manage chronic-care needs).

PATIENT RELATIONS

As mentioned previously, physicians felt very strongly that the state did not provide enough education
about managed care. They felt that this placed a considerable burden on providers, especialy for primary
care providers who had to both attempt to provide education and deal with the consequences of this lack

of understanding. At the same time, some felt that the behavior of some enrollees should change.  Other
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respondents noted that the move to managed care is a significant change for this population, and thet it
should have moved more dowly, with more gppropriate and thorough education efforts.

In addition, some physicians noted that, with the move to Rite Care, they became primary care
physicians for patients with chronic problems whose care had been previously managed by specidists. For
the patients to continue with their existing providers, they had to first be seen by ther primary care
physician and then be referred to a pecidist.  Physicians noted that this was quite frudrating for the

patients.

QUALITY OF CARE

As mentioned previously, there were mixed opinions about whether the quality of care was improved
for Rite Care enrollees. Most respondents felt that, for the working poor (who previously might have been
uninsured or on Medicaid) access and (potentidly) the quality of care are probably greater under Rite
Care. However, for those individuas who have traditionally been Medicaid eigible and are being served
in private physician practices, the content of care and (potentially) the quality of care are probably reduced

under Rlte Care.
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APPENDIX B

CONSUMER VIEWS IN RHODE ISLAND
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Three focus groups were held in Providence and Wakefield in August 1995 to solicit consumer input
on Rlte Care. Two locations were used, so that low-income people in both urban and nonurban settings
could participate. The third group, which aso took place in Providence, was made up of people with
chronic health needs. There were problems with recruiting participants for al three focus groups, so that
attendance was lower than expected. Nevertheless, the groups provided some insghts about the
conversion to Rite Care, as well as consumer knowledge and attitudes toward managed care. Thesefocus
groups, however, were not intended to be a statistically representative sample of Rlte Care enrollees or the

uninsured population in Rhode Idand.

COMPOSITION OF CONSUMER FOCUS GROUPS

The Rhode Idand Office of Managed Care chose to take responghbility for the recruitment of focus
group participants, following protocols provided by the evauation team. Participants were promised
confidentiality, and $25 was offered to cover expenses for attendance. For a variety of reasons, however,
this recruitment was not very successful. In total, 14 people attended the meetings: 9 in the urban low-
income group, 3 in the nonurban low-income group, and 2 in the chronicdly ill group. We were not able
to obtain precise numbers on those who agreed to come but did not show up.

The 14 participants included 12 adults who were current Rlte Care enrollees and 1 mother of children
enrolled in RIte Care. The remaining respondent was the mother of a deceased chronicaly ill child who
used to be on Medicaid. All the respondents, except one, were femae. Table B. 1 shows other descriptive
data’ Most respondents had income well below the poverty level. The families of 8 of the 14 respondents
were receiving some form of cash assstance (3 families received both Aid to Families with Dependent
Children and Supplemental Security Income). Three of the 14 respondents had part-time jobs, while 1 was

fully employed.

‘Tabular data in this chapter are based on responses to a short questionnaire administered before the
discussons began. Thus, they should be unaffected by any opinions expressed during the discussons.
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TABLE B. 1

SELECTED CHARACTERISTICS OF CONSUMER FOCUS GROUP MEMBERS

Trait

Number

Race/Ethnicity
Hispanic or Latino
Black or African American
White or Caucasian (not Hispanic)
American Indian/Native American

Recept of Public Assstance
AFDC
Generd Assigtance
SSI

Prior Receipt of Medicad

Family/Household Size
One
Two
Three
Four
Fve
Sx or more

Income Level Last Month
Less than $1,000
$1,000-2,000
Not ascertained

Work Status
Part-time  job
Full-timejob

—_— ] U e

—
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AFDC = Aid to Families with Dependent Children; SSI = Supplementa Security Income.
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For the most part, the respondents and the family members with whom they lived were al enrolled
in Rite Care or Medicaid and had no additional health insurance. There was one teenage mother who lived
with her parents, who had private insurance; she was covered under their insurance plan, in addition to
her Rlte Care coverage. One disabled mother was a Medicare beneficiary (in addition to being on
Medicad), and one household included an uninsured adult mae.

Serious medical problems that respondents reported for their family members included mgor
depression, cerebra palsy, asthma, didbetes, and attention deficit disorder. The chronicaly ill group aso
included the mother of a child, recently deceased, who had had severe neurologica, respiratory, and
seizure disorder problems. Of the respondents, however, only two group members reported any serious
disabilities or medica problems. One respondent was a disabled mother with chronic fatigue and immune
disorder syndrome, while the other one had mgor depresson. During the discussons, the other
respondents mentioned more routine health care problems and needs (such as pregnancy-related services,
care for kidney stones, dental care, knee and back problems, broken bones, and eye infections).

Only three of the five managed care organizations(MCOs) were represented among the respondent
group (see Table B.2). There were no participants from the Harvard Community Hedth Plan or Rilgrim
Hedth Care, both of which have relatively smal enrollments. Compared with overal enroliment petterns,
representation of Health Maintenance Organization-Rhode 1dand members was higher than expected,

while Neighborhood Health Plan-Rhode Idand was lower than expected.

OVERVIEW OF CONSUMERS CONCERNS

Most members of the urban and nonurban low-income focus groups were satisfied with their new
arrangements under Rlte Care. Table B.3 summarizes responses to two questions about satisfaction with
their MCQs and the physicians or nurses seen while on Rlte Care. The focus group respondents did have
complaints, but they primarily related to genera managed care procedures and the Rlte Care enrollment
process and verification system, instead of to individua plans or physicians.
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TABLE B.2

MEMBERSHIP OF RESPONDENTS AND OTHER FAMILY MEMBERS

IN RITE CARE MCOs

Number of Respondents

Total Number of Other

Managed Care Organization (MCO) inMCO Household Membersin MCO
HCHP (Harvard) 0 0
HMO-RI (Blue Cross/Blue Shield) 3 7
NHP-RI (Neighborhood) 2 6
Pilgnim 0 0
United 6 10

B.6



TABLE B.3

GENERAL SATISFACTION WITH MEDICAL PLANS
AND PHYSICIANS IN RITE CARE

Urban and Nonurban
Questions Low-Income Groups

Overdl, how stisfied have you been with the hedlth plan that you used
while you were on Rlte Care?

Very stidfied

Somewhat satisfied

Somewhat dissatisfied

Very dissisfied

No opinion

Lo O Lo

Overdl, how satisfied are you with the physicians or nurses that you have
seen while you were on Rlte Care?

Very stisfied

Somewhat satisfied

Somewhat dissatisfied

Vey disstisfied

No opinion

| haven’t seen a physician or nurse yet

LW r— O O —
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Many respondents mentioned the stigma associated with Medicaid and welfare. They fdt that the new
Rlte Care system was a move toward mainstreaming the low-income population into the regular hedlth care
system, where they hoped there would not be as much discrimination.  There was aso repeated mention

of how they got to choose their own doctors with Rlte Care, and that now they would have a doctor like

everyone else:
“Ifyou don’'t have your own physician, your own private doctor, they don't care, they just push
you aside.”
“It's a good program because there are many more choices now. Likel didn’t want to take (my
child) to aclinic. | wanted him to have his own physician who knew him and knew his problems.

I mean | was going nuts trying to find a pediatrician who would accept Medicaid, and nobody
would.”

Complaints expressed by more than one participant included:

Redtrictions on access to emergency care with managed care

Difficulties in venifying eigibility and plan enrollment with the state's autometed verification
system

Frudtration with the lack of choice in managed care, particularly concerning pharmacies and
hospitds

The written questions on satisfaction levels were not given to the two respondents in the chronically
ill focus group. The one member of this group who was paticipating in Rlte Care did express frustration
with her MCO, however, particularly concerning the authorization process for using emergency care. The
second group member did not have direct Rite Care experience but indicated that she would not have
wanted her disabled child to have been enrolled in a managed care plan. Due to her daughter’s dependence
on a life-support system, she spent considerable time and energy screening physicians and other caretakers

on the basis of their atitudes regarding care for severdly disabled children.  She did not believe an MCO
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would have alowed her the latitude in provider choice that she needed. Rhode Idand does not include
disabled children under Rlte Care, however, so thisis not redlly an issue (at least for the present time).
Although there were complaints about the restrictions on emergency care, there was aso evidence that
the new system was changing behaviors. One respondent told of an occasion when she was experiencing
pain over the weekend; she went to the emergency room and had no difficulty getting in.  After they kept
her for several hours and ran repeated tests, they sent her home without a definite diagnosis, since she was
feeling better. About a week later (again on a weekend), the pain returned. This time she decided to wait
until early Monday morning to see her primary care doctor. “Now this was on a Saturday morning. |
didn't want to go back to the hospital because it costs a whole bunch of money, and | didn’t want to abuse

my medicd, So | waited until Monday and suffered all weekend.” As it turned out, she had kidney stones.

ENROLLMENT IN RITE CARE

Since most of the Rite Care enrollees to date qualify under the old-rule groups, most focus group
respondents said they heard about Rlte Care when they were due for digibility redeterminations. A few
respondents in the urban group, however, indicated that they first heard about the program from friends
or relatives.

Some also mentioned the outreach and advertising that occurred in the early months. A couple of the
respondents mentioned that they had received a package in the mail that explained the Rlte Care program
and the choice of hedlth plans. They had dso called the toll-free information line (InfoL.ine) operated by

the Department of Hedth:

“| had gotten the package from Rlte Care, and | called the number . . . and they told me that the
physiciansthat | had been going to, | didn’t want to switch doctors, so they told me which plan
they were in, and that's the one | chose. And as far as | know, I've had no problems.”

“There was a hot line and an 800 number that we could cal to the main office, and they were

very, very informative and helpful. We recaived a packet in the mail which was very decriptive
and explained dl the benefits. | thought it was handled very well.”
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There were also some positive comments about the helpfulness of Rlte Care staff members. “When
| regpplied the last time, that's when it was taken care of right in the office.  They had a specid lady that
was just doing the hedth plan there was numbers you could cal if you wanted to do it yoursdf, but it
just was convenient because she was right there, and we could choose the physician that was on staff that
had been seeing the children for along time. [The Rite Care worker] persondized it.  Shewas alovely
person.”

Only one respondent referred to the early start-up problems and enroliment delays. She applied for
Rite Carein August, but did not receive her Medicaid cards until December; she recelved the hedlth plan
cards after that. She expressed greet frustration with the rdiability of the automated digibility sysem and
aso fdt frustrated because loca Department of Human Services (DHS) staff were never ableto give her
an accurate assessment of where her case was in the system. She was repestedly told that she would
receive cards, but they never came. “Apparently somewhere along the way my children just got lost from
DHS to United.” Only after she turned to R.I. Legal Services was she able to get her case Sraight.  She
indicated that, dthough she had a letter saying she was enrolled, providers were not willing to provide
services without an official card. “When | didn’'t have cards, that was the tough pa‘[ Most physicians
were very reluctant. Most of them said | had to pay at least a portion up front, if they would even dlow
that.”

Severd respondents reported frustration with the Medicaid program’s system of eligibility verification.
One told about how she could not get a prescription filled for her children because the pharmacist was
unable to verify her plan enrollment. The pharmacist finally agreed to fill her prescription on adaily basis.
Another reported that the mgor problems with the igibility system came in the evening, because the
system does not operate 24 hours a day. This can cause mgor problems with emergency Stuations,

particularly when a prescription needs to be filled.
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SELECTION OF MANAGED CARE PLANS

Most respondents chose an MCO that included a doctor or clinic they had used before.  They dso
mentioned that Rlte Care workers or the InfoLine staff had assisted them in determining the plans in which
their doctor or clinic participated. There were no auto-assignments among the focus group respondents.

Some of the urban respondents indicated that their main concern was finding a private doctor so they
would no longer have to receive care through the community heath center system. Ther complaints about
the community health centers seemed to focus on their poor recordkeeping.

The mgor criticism about MCO selection was the fact that respondents liked to select their plans on
the basis of not only the primary care provider, but also the pharmacies and hospitals that the MCO used.
Severd respondents mentioned these other service providers as important factors in their choices.

There were some misperceptions about how managed care works. For example, one respondent
selected her MCO because she believed it alowed her to continue to use the emergency room as before,

aslong as she cdled the plan to tell them after she' d been there.

RELATIONSHIPS WITH PRIMARY CARE PROVIDERS

As mentioned earlier, afew of the urban respondents indicated that they had changed their primary
care providers in the trangition to Rite Care. The reported pattern involved moving from a neighborhood
hedth clinic to usng a private doctor. However, severa respondents indicated they stayed with their
primary care providers a the community hedlth centers they had used before.

There were no reports of problems with sdecting the primary care provider or scheduling
gppointments as needed. No one had to change doctors because their previous physician did not

participate.
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ACCESSTO SPECIALIZED CARE

One concern about managed care is that enrollees may not obtain adequate access to speciaized care.
However, none of the current Rite Care enrollees reported any problems in this regard. The mgjor
complaints related to dental care (which continues to be fee-for-service outside the Rlte Care program),
and the low number of dentists who were willing to take Medicaid patients. Respondents in the nonurban
group particularly cited the availability of adentist a the locd community hedth center as avery postive
development, “When I’vetried to go to certain dentists and stuff like that, they’ ve given me a hard time,
They redly don't want to hear it when it comes to Medicaid. If it's a patient they haven't seen for the last

10 years, they don’t want to take in new patients.”

COMPARISON TO MEDICAID OR PRIVATE INSURANCE

Few members of the respondent group seem to have had much experience with private insurance, so
they mainly compared Rlte Care with what they knew under Medicaid. On the positive sde, most
respondents seemed to fed there was less sigma with Rlte Care because you could belong to a Hedlth
Maintenance Organization like everyone ese, and severd fdt for the firs time that they could now go to
a private doctor if they wanted to. On the negative Sde, many respondents cited concern about their
continued access to emergency room care, and severa indicated that they were not happy about the

redtrictions in provider choice, particularly concerning pharmacies and hospitds.
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APPENDIX C

PHYS CIAN FOCUS GROUP FOR QUEST






A focus group of QUEST primary care physcians was conducted to gain a better understanding of
practicing physicians reactions to QUEST and to managed care. A range of topics related to QUEST and
managed care was discussed. These topics included doctors' relationships with QUEST, managed care
plans, and Medicaid; decision-making process on participation; and perceptions of payment levels. Other
topics included experiences with changes in patient casdload, perceptions of patients understanding of

QUEST and managed care, and views on qudity of care and referral networks under QUEST.

FOCUS GROUP COMPOSITION

Three managed care organi zations (MCOs)--AlohaCare, Queen's, and the Hawaii Medica Service
Asocidion (HMSA)--and the Hawaii Medica Association (HMA) were given a set of guiddines for
sdlecting physicians for the discusson and were asked to nominate three physicianseach.”  To gather a
group of physcians with reatively smilar practices and some experience with the QUEST program,
nominated physicians were to be treating QUEST patients and practicing in the city of Honolulu. The
managed care plans and the HMA were each asked to nominate three physicians, preferably one internist,
family practitioner, or general practitioner, one pediatrician, and one obstetrician/gynecologist. Physicians
actively involved in planning or advising about QUEST operations were not to be nominated, because the
focus group discussion was intended to be representative of regular, practicing doctors. In addition, staff-
model Health Maintenance Organization (HMO), community health center, and hospital-based physicians
were to be excluded, because their experiences and issues tend to be quite different from those of
independent practicing physicians. All respondents received $100 for participating; only Urban Inditute
researchers and the physicians were present a the mesting.

Indl, 11 physicians agreed to participate in the focus group; 9 physcians attended the meeting held

in Honolulu on May 22, 1995. Of the attendees, three were pediatricians, three were obstetriciang

‘We did not invite participation from Kaiser or Straub, because their primary care physicians are
primarily sdlaried saff doctors.
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gynecologigts, and three were either generd practitioners or internists.  Seven of the nine participants
operated individua office-based practices, while the remaining two worked in large group practices. Two
had received their medical degrees in the past 10 years (approximately), while the others had earned their

degrees an average of 24 years ago.

OVERALL PERCEPTTONS OF QUEST

The overal perceptions of the program among focus group participants reflected these mgor
concerns: the paperwork is a burden; practice style and quaity of care have not changed, athough the data
on costs and use are appreciated; patients do not understand how managed care operates, and the networks
lack some physician specizities. The reactions to QUEST among the focus group respondents were neither
strongly supportive of nor strongly opposed to the program to date.  Four of the nine respondents held
somewhat favorable opinions of QUEST. Three others felt the program was moderately unfavorable,
while the remaining two had no opinion thus far. One participant remarked, “Things have been going fairly

well consdering the problems they [DHS] had getting Sarted.”

COMPARISON OF QUEST AND MEDICAID

All of the participants had participated in the Medicaid program prior to the“ir.nplementation of
QUEST. The percent of the respondents patients who were insured by the Medicaid program ranged
from 5 to 80 percent. For most respondents, between 10 and 30 percent of their practices came from the
Medicaid program. The percent of uninsured individuas seen by the focus group participants was very
low prior to QUEST and continues to be about the same (1 percent or less).

Two respondents reported that their overall patient volumes had increased as a result of QUEST; the
remaining participants reported thet their patient casdoad has remained the same.  Focus group
participants seemed to think that there had not been any significant changes in the compostion of patient

casdload under the QUEST program.
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However, they did complain that, in the beginning, the transition from Medicaid to QUEST upset their
caseload size and composition. The turmoil associated with the enrollment and eligibility processes caused
problems for primary care physcians, because they were often uncertain as to which patients were
assigned to them and which were not. The difficulties in enrollment and digibility aso often disrupted
long-standing physician-patient relationships. One participant described the process in the following way:
“They [DHS] threw up the marbles and when they dropped down on you [the physiciang], you inherited
the patients that showed up.” Physicians felt that these disruptions not only upset the continuity and quality
of care, but aso caused further problems in their practices because of the additiond time and effort
required to develop relationships with new clients. One respondent stated, “In the beginning it was such
amess. | had a set of quadruplets-three of them [were assigned to] me and one of them went somewhere
else”

As the digibility and enrollment processes have begun to improve, patient-physician matches have
become more accurate. One focus group participant commented that, athough he had lost some patients
during the shuffle, they had ultimately returned to his practice.

Some respondents felt that QUEST has been an improvement over the old Me_dicaid program in
reducing physician hopping. That is, the gatekeegper system enables the plans and physicians to control
patients inappropriate use of specialists and primary care practitioners. Others disagreed and noted that
changing patient behavior requires a significant amount of outreach and education by the Department of
Human Services (DHS), plans, and providers.

Respondents did not seem to think that QUEST’s inception has changed health care delivery patterns
or patient behavior. One respondent remarked, “1 didn’'t see any change a dl going into the QUEST

program, except more paperwork.” The participants indicated that the preauthorization requirements have

not greetly affected the way they practice medicine.
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While reimbursement mechanisms have been atered as a result of QUEST, the overal payment levels
seem to have remained constant. One participant commented that he appreciated the cash flow resulting
from capitated payment methods. Of the nine respondents, six indicated that QUEST payment rates
generdly equa those of Medicaid, two indicated that QUEST payment rates are generaly higher than
Medicaid, and one reported lower payment under QUEST. According to the focus group, QUEST
reimbursement rates are equal to Medicaid rates on average, however, QUEST rates are often higher than

Medicaid rates for certain services and lower for others.

SELECTION OF MANAGED CARE PLANS UNDER QUEST

Table C. 1 shows plan participation of the focus group participants. Eight of the nine respondents
participate in HMSA’s QUEST product, while six paticipate in Queen's Hawaii Care. Three participate
in QUEST through AlohaCare. All of the respondents saw patients with private HMSA coverage, while
eight of the nine saw patients with private coverage through Queen's.

While some of the focus group participants participated in dl three managed care plans, the generd
consensus was that the adminigrative logistics discouraged an individua practitioner from participating
in al three of the non-staff-model HMQs. One respondent remarked, “It just gets too ohtrageous to belong
to too many plans with the preauthorization paperwork--all of the rules and regulations are different--there
are different phone numbers to cal, different specidist networks, different forms” Some participants
commented that they chose to participate in only one (or perhaps two) plans, to limit patient access to their
practice. Others claimed that they did not understand the process and were uncertain which or how many
plans to select.

There did not appear to be any overarching criteria for physicians sdection of plans. Respondents
did often choose to participate in QUEST through the MCO with which they aso had private business.
The sze and name recognition of HMSA probably contributed to the high level of physician participation
in HMSA. One physician said that he liked HMSA because they hassled doctors the least.  One participant
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TABLE C. 1

FOCUS GROUP RESPONDENTS PARTICIPATION,
BY MANAGED CARE PLAN

Managed Care Organizations Respondents Participation
AlohaCare 3
HMSA 8
Queen's Hawaii Care 6

“Five of the respondents participated in two managed care plans, two participated in three plans, and two
participated in one plan.
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noted that he did not choose AlohaCare because he was unfamiliar with the plan and did not know what
to expect in terms of regulations, reimbursement, and provider relations. One respondent stated, “I think
alot of physicians chose plans that guaranteed them or reassured them that they would NOT be flooded
with Medicaid [QUEST] patients . . that is probably why the status quo has been kept.” One physician
in a group practice noted that he personaly did not choose to participate; it was a practice-level decision,
and he just went along. Mogt of the respondents acknowledged that they did not dways understand thelr

MCO contracts or terms of participation; sometimes they just signed the contracts and hoped things would

go all right, and sometimes their business managers knew the details about insurance arrangements.

PAYMENT ISSUES

As noted previoudy, the respondents did not view the level of reimbursement under QUEST as
consderably different from Medicaid rates prior to QUEST. For payment, respondents had agreed to a
number of different arrangements, ranging from fee-for-sarvice to fully capitated, with the managed care
plans. Four individuals had contracted on a fee-for-service basis with HMSA, and five had agreed to fee-
for-service reimbursement from Queen’'s Hawaii Care. The other arrangements were predominantly
partia-capitation arrangements.

Focus group participants, operating under some form of capitation, were basicadly satisfied with the
timeliness of payments and the cash flow. Others, who had fee-for-service arrangements, complained that
the plans were often late in their payments and were often not cooperative in resolving the issue.
According to one participant, “When you don’t get paid, you don’t even know who to cal.” Another
participant sated that she had heard of afew pediatricians dropping out of the QUEST program due to
significant reimbursement delays. According to a few respondents, some plans have established electronic

billing systems, which expedite clams submisson and processing.

C38



OTHER MANAGEMENT ISSUES

The most troublesome issue brought about by the implementation of QUEST concerns referrals and
the additional documentation required under managed care. Participants agreed that the adminidrative
hasdes were an intrinsic part of any managed care program, not just a problem unique to QUEST: “For
instance with Queen's Idand Care [a private IPA model managed care product]--they notoriously gave us
hasdes--they were the ones you least wanted to cal about anything.”

The resources required to make areferra varied, depending on the type of service needed.  Focus
group respondents agreed that the referral process for routine procedures or services was straightforward
and required little effort and time (about 20 minutes). When ordering a specia diagnodtic test, referring
to a hospital, or dealing with a particular provider who may not be in the network but is the only available
provider, the referral process was lengthy (severa hours) and onerous.

Participants also stated that the administrative burdens QUEST imposes are aggravated by the various
guidelines for referrals and authorizations used by the different plans and the lack of adequate information
and plan support. The referrd and authorization protocols that each plan set forth often were interndly
inconsistent, and the information was not adequately disseminated to the providers responsible for knowing
and applying the policies. One respondent stated, “Y ou call one person one day and they might give you
one answer then you cal another person another day and they give you a totdly different answer.”
Participants felt strongly that the provider relations representatives for QUEST are often undertrained and
less helpful than representatives for private insurance products. “At HMSA, there doesn’t seem to be
anybody who can answer your questions when you call--they always have to check with someone else and
then they never cal back.” Another said, “[Plan] service in QUEST is worse than on the commercia side

there is no training for their [provider representatives].” Participants remarked that, to get answers
from the plans, providers had to have contacts with the upper management: “It gets to be like an old boys

network.”
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Some of the managed care plans do not seem to be managing care. While focus group participants
found the adminigtrative duties cumbersome, they remarked that the plans’ management teams were not
exercisng true managed care.  In some plans, authorizations were rarely denied. One respondent
commented, “I would like to question the whole validity of managed care [under QUEST], because | don't
hear that very many people have been turned down for most things [services).” A few fdt that the
managed care component of QUEST may be evident in the limitation of patients seeking care from
numerous physcians.

An aspect of the QUEST program that respondents generally appreciated was the utilization and cost
data the plans provided to them. One respondent remarked, “One thing I’ ve noticed about QUEST that
| redly like is that we actudly see the costs” Not dl of the plans had provided physicians with data,
however. Often the data provided were not in the context of their peer group and, consequently, were not

very ussful.

PATIENT RELATIONS

All of the respondents agreed that QUEST members essentially do not understand the concept of a
primary care physcian and managed care in generd; this causes a range of adminigtrative problems for
physicians and specifically for primary care physicians. Respondents stated that they often spend a good
ded of time discussng managed care and the gatekeeper mode with their QUEST patients. They
commented that neither the DHS nor the managed care plans have made efforts to educate QUEST
enrollees. “At no time were they [the patients] ever told this is your PCP. Y ou are going to have to contact
your PCP before you do anything--before you go to the hospital or do anything se”

Participants fdt that the implications of the lack of education are that the QUEST enrollees do not
change their behavior. For example, they continue to use the emergency room for nonurgent medica
needs. “ Some of my patients are fill going to the ER for asore throat.” Some respondents also felt that
incentives to discourage ingppropriate use of medica services are insufficient in QUEST.
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QUALITY OF CARE

The participants remarked that they did not perceive any maor changes in their practice methods since
the implementation of QUEST. However, participants agreed that the scarcity of certain physician
gpecidigts (such as neurologists and orthopedists) in the QUEST provider networks may affect quality of
cae. They dso date that quality of care may be affected by how well the network operates and the
procedures required for specid cases. Paticipants clamed thet, given the formularies and other
regtrictions, pharmacies have not helped facilitate care in specid Stuations.

Some participants commented that, over time, the types of health, welfare, or social services available
to needy people were eroding (not necessarily due to QUEST). They stated that the Department of Hedlth
(DoH), DHS, and the plans often claim that support services or case management activities are no longer
ther respongbility. As a result, the physcian mugt try to coordinate other services to facilitate the
provison of medica care. One respondent described a Situation in which his patient needed child care so
that she could receive treatment. The physcian’s office sought ad from Catholic Charities to provide the
child care; under the old system, such care would have been coordinated or provided through DHS or
DoH. Whilethe plans clam tha casaworkers are available to asss with noncompllant petients or with
enabling services, the participants Sated that the needed support systems were not eesly accessible or
operationd to their knowledge: “There s no emergency rescue system now . in the old days with DHS,
you could cdl their [the patients'] caseworker and get them to help you . . there doesn’t seem to be

anyone to do that anymore.”
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APPENDIX D

HAWAIl CONSUMER FOCUS GROUPS






To learn the views of QUEST dlients and some low-income uninsured people, we held three focus
groups in Honolulu and Kona in May 1995: (1) an urban low-income group, (2) a rura low-income group,
and (3) an urban group of people with chronic hedth problems.  The focus groups are not a statigtically
representative sample of QUEST clients or uninsured people, but are still a broad cross-section of the
QUEST dientde, including some with rdatively high health care needs and some low-income uninsured
people. Respondents discussed their experiences with QUEST and the health system, including how they
selected managed care organizations (MCOs) and primary care providers, their access to speciaty care,

and comparisons between QUEST and other insurance.

COMPOSITION OF CONSUMER FOCUS GROUPS

Local organizations helped to recruit focus group members” Following protocols that we provided,
the local organizations identified, contacted, and obtained agreements to attend from a total of 3 5 people.
To help offset the codts of participation, we offered $25 in cash for atendance. We aso promised
confidentiaity. Twenty-three people actualy showed up for the meetings 8 in the urban low-income
group, 10 in the chronicaly ill group, and 5 in the rura low-income group. One-third (34 percent) of those
who agreed to come did not show up.

The 23 respondents included 18 QUEST clients, 2 former QUEST clients and 3 uninsured people.
Twenty respondents were female and three were mae. Table D. 1 shows other descriptive data.” Most

respondents had low income, dthough many had incomes above poverty.

‘The fadllitating organizations were: (1) Urban Low-Income Med-QUEST Eligibility Branch in
Honolulu and a community hedth center; (2) Chronicaly IlI: Alliance for the Mentaly 111, Zero-to-Three
(program for developmentdly disabled) and a centra city medicd dlinic; and (3) Rurd Low-Income:
Med-QUEST Eligibility Branch in Kona (uninsured drawn from QUEST applicants pending approval).

‘Tabular datain this chapter are based on responses to a short questionnaire administered before the
discussions began. Therefore, they should be unaffected by any opinions expressed during the discussions.
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TABLE D. 1

BACKGROUND CHARACTERISTICS OF THE 23 FOCUS GROUP RESPONDENTS

Trait Number

Race/Ethnicity
White 1
Asan/Pxific Idander
Higpanic
Other

— e © o

Receipt of Public Assgtance:
AFDC 7
Generd assgtance
SSI 2

=N

Prior Receipt of Public Hedth Insurance;
Medicad
GA Medicd care
SHIP

N N oo

Family/Household Size:
One

Two
Three
Four
Rve
Six

-—’ool\.)(_noﬁ(n

Income Poverty Level Last Month (Percentage):
0to %0

ol to 100
101 to 150
151 t0200
200 to 230

Refused or don't know

W o= =] ]

AFDC = Aid to Families with Dependent Children; GA = Generd Assigtance; SHIP = State Hedlth
Insurance Program; SSI = Supplemental Security Income.
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Table D.2 summarizes the insurance status of the respondents and the other members of their families
or households. A surprising level of complexity exists in households insurance arrangements. It is
relatively common for a portion of the household to be on QUEST, while others are privatdy insured
through work, are uninsured, or are on Medicaid (due to disability). Since the Prepaid Hedth Care Act
requires that workers, but not dependents, be covered, QUEST is sometimes used only for the uninsured
members of the family. Sometimes, some members of a QUEST household are uninsured because they
do not want to pay the premium. In one case, a mother and two of her children were on QUEST, but the
mother’s severely disabled daughter was uninsured because she was too disabled for QUEST. Although
the daughter was on Supplementa Security Income, she was not igible for fee-for-service Medicad
because the family’s assets were too high under Hawaii's rules. Thus, the family member with the highest
medica needs was uncovered. The child was on the waiting list for a specid Medicaid home- and
community-based hedlth care waiver project.

Respondents or their families had many serious health problems; these were most pronounced in the
chronically ill group. Collectively, we encountered 3 severely disabled children, 3 people with diabetes,
10 people with asthma, 1 chronicaly depressed person, 2 recovering drug/adcohol addicts, 1
developmentally delayed child, 1 person who recently had maternity complications, 1 ﬁ;rson with cardiac
problems, 1 person who recently had a stroke, and 1 person with neurological problems (some people had
more than one problem). Some were rdatively hedthy and used little medicd care.

The respondents collectively represented members of al five medical plans and both dental plans (see
Table D.3). Compared with the overal plan enrollment levels, representation of Hawaii Medicd Service
Association (HMSA) members was lower than expected, and representation of AlohaCare members was

higher (in part because those recruited by a community hedlth center were dl on AlohaCare).
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TABLED.2

INSURANCE STATUS OF 23 RESPONDENTS AND THEIR FAMILIESIHOUSEHOLDS

Insurance Status Number
Respondent on QUEST and:
Livesin one-person household 4
All other household members on QUEST 8

Some other household members on QUEST, but some uninsured !
Some other household members on QUEST, one on Medicaid (due to

discbility) 2
No other household member on QUEST, others privately insured !
No other household member on QUEST, others uninsured 1

Respondent not on QUEST and:

Respondent uninsured, lives in one-person household !
Respondent uninsured, other household member privately insured |
Respondent uninsured (was briefly on QUEST), one other household

member uninsured, one other household member privately insured !
Respondent privately insured, but other household members on QUEST !
Respondent privately insured but wants to drop and get QUEST, other

household member privatdy insured l
Respondent privately insured, but other family member on Medicad

(was briefly on QUEST) !
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TABLE D.3

MEMBERSHIP OF RESPONDENTS AND OTHER FAMILY MEMBERS IN QUEST MCOS

Number of Tota Number of Other

Plan Type and Name Respondentsin MCQOs  Household Membersin MCOs
Medica Plans

AlohaCare 6 10

HM SA 6 2

K aiser 2 8

Queen's 3 4

Straub 2 4

Don't know 0 1
Dentd Plans

DentiCare 6 5

HM SA 11 17

Don't know 2 7
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OVERVIEW OF CONSUMERS CONCERNS

Most members of the urban and rura low-income focus groups were satisfied with their new
arrangements in QUEST, dthough there were some significant exceptions or problems. The chronicaly
il group was less favorable about QUEST and the medica care they received. Table D.4 summarizes the
groups  regponses to two genera questions about satisfaction with their medical plan and the physicians
or nurses seen while on QUEST.

People generdly liked the medica care they received but sometimes had complaints about QUEST

enrollment or plan adminigtration. Typicd complants included:

. Ddaysin QUEST enrollment
« Not being assigned to the MCO sdlected
. Ddays getting membership cards from their MCOs

. Not being assgned to the primary care physician or dentist requested, which sometimes
meant that they had to change their regular doctor or dentist

. Some doctors (especialy speciaists) and dentists do not participate in any QUEST plans; in
addition, some doctors said they were no longer accepting QUEST patients.

. Neither the state nor MCOs gave much information about how managed care worked or how
to select plans or primary care providers.
Some people in the chronicdly ill group mentioned cases in which care was delayed or in which they felt
the medica care received was suboptima, athough there were no reports of serious medica problems

caused by difficulties with QUEST

*Verifying the problems mentioned in the focus groups was not possible. It is plausible that some of
the reports are exaggerated or that there were extenuating circumstances that were not brought up.
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TABLED A4

GENERAL SATISFACTION WITH MEDICAL PLANS AND PHYSICIANS IN QUEST

Urban and Rurd Low- Chronicdly Il
Questions Income  Groups Group
Overall, how satisfied have you been with the
medical insurance company that you used
while you were on QUEST?
Vey stidfied 4 1
Somewhat sisfied 2 5
Somewhat dissatisfied 0 2
Very disstisfied 1 0
No opinion 3 1
Overall, how satisfied are you with the
physicians or nurses that you have seen while
you were on QUEST?
Vey stidfied 8 3
Somewhat stisfied 2 3
Somewhat dissatisfied 0 3
Very disstisfied 0 0
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ENROLLMENT IN QUEST

People typicaly heard about QUEST in one of three ways. (1) they were on Medicaid, Genera
Assistance (GA), or the State Hedlth Insurance Program (SHIP) before and were told to change; (2) they
were referred by a health care provider; or (3) they heard through a friend or through work. Most felt that
QUEST was relatively well known in their communities, despite its newness. Those who converted from
prior Medicaid, GA, or SHIP did not report any problems in being approved to participate. In contrast,
more recent joiners or those waiting for QUEST benefits complained about the delays. It often took several
months between the time that a person first applied and the time that an MCO membership card was finaly
received.

Ancther problem was difficulty in getting information.  One woman stated, “When | cdl over there
[the QUEST office], they say | don't know. You have to wait 10,000 rings before they pick up.” On
the other hand, one woman mentioned, “[a 2- to 3-week wait for QUEST] is a marked improvement over
the SHIP program which took 6 to 9 months to get an appointment.”

In generd, people fdt that the Med-QUEST digibility staff was helpful and friendly. “I thought
workers treated me with a lot of respect.” (In other projects, we have typicaly found that. welfare
recipients believe their digibility workers treat them badly.)

Four people paid premiums and said the premiums were fair. However, one former QUEST client
quit the program because she was not assigned to the provider she requested and because her premiums
were twice as high as she had been told at first. She commented, “1 was told that it would be $140 a
month. When | got my firgt bill it said $283 a month, which | cannot afford.  And it is more than regular
insurance.” (It seems likely that the premiums were higher because of changesin her income between the

time she firgt gpplied and the time she was findly gpproved.)

D.10



SELECTION OF MANAGED CARE PLANS

In selecting a managed care plan, QUEST clients generally tried to choose a health plan that included
adoctor they used. Some people chose the hedlth plan they had before, either HMSA (the previous
Medicaid carier) or Kaiser. Many relied on advice from hedth care providers about which plan to join;
for example, community hedth centers would typically recommend AlohaCare. Others were automatically
assigned to a plan because they did not choose a plan in time.

Some complained that the state provided amost no information about what managed care was or how
to pick a plan. In the initid mass enrollment for prior Medicaid, GA, or SHIP clients, people only received
short brochures describing each plan. As one woman said, “[The brochure gave] no information about the
particular plans. The application just said choose: first choice, second choice. . . Therewas ared void
in information.” In another group we heard, “It doesn’t say athing about how it works. It saysyou get
A, B,and C. You send it in or you're out.” One woman redized that she was partly responsible for
problems. she did not reed the materids a first and filed them away; only later did she redize the
importance of the materials sent to her.

Because of a lack of clearer information, there were some misperceptions. For example, one person
did not join one plan because she believed that it was not accepted at her hospital. 'I;his Was probably
untrue.

Some people were frustrated because they were not enrolled in the plan they selected. For example,
one woman selected Kaiser but was assigned to Straub (probably because Kaiser had reached its cap
level).

There were some delays in getting MCO membership cards. Some said they got a card relatively
quickly (in a couple of weeks), while others said it took as long as 9 months.  There were no reports of
serious problems that occurred because of the lack of a card. In some cases, people who required medical

services were able to verify membership on atimely bass, using phone cdls to the QUEST office.
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RELATIONSHIPS WITH PRIMARY CARE PROVIDERS

For most of the respondents, the primary care physician is their main caregiver. Many did not report
problems and said they got the doctors they wanted or had no strong preferences.  However, a large
minority of respondents experienced difficulties getting the physicians they wanted or had to change
primary care physcians. Severd had comments such as, “I said who | wanted [for a primary care
physician]. He was on the list. But when | got the card, it was someone dse” A woman with diabetes
reported one extreme case: “I found out about QUEST when | was in the hospital the day before | had an
amputation on my toe [because of diabetes|]. They camein and told me that | had another doctor and that
the surgeon and dl the other doctors that saw me | no longer had any accessto. . . . | logt alot of other
doctors that | had on HMSA when | changed over. It's been one thing after another.” She fdt that her new
doctors provided satisfactory care, but was nonetheless upset that she logt relationships with most of the
doctors she had been seeing for years.

Some providers were automatically assigned by the MCO. Sometimes the MCO assigned
ingppropriate doctors. For example, “My neighbor, a 76-year-old man . . . they assgned him a
gynecologist.” Much of the confusion regarding assignment of primary care physicians_.may have been due
to the disorder of the first mass enrollment and may have abated since then.

Some respondents had to change doctors because their previous physician did not participate in
QUEST at dl, did not participate in a specific plan, or was not taking further QUEST patients.  Some
respondents had to call severa doctors to learn who was on QUEST and who was willing to take them.
One mother stated, “There are only some doctors who are willing to take your kind of kid.” One woman
had to change doctors because she selected her family’s plan based on her children’s doctors (who were
with Straub), and her previous doctor was in another plan.  She has not seen the primary care physician
assigned by her MCO. *“1 was just working on some things and | was't comfortable with seeing another

doctor, so | haven't gone to see anyone else.” Shewas happy with her children’s doctors, however.
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Few problems were mentioned regarding the sdlection of primary care dentists.  Only one woman
complained about losing her previous dentist.  After joining QUEST, she continued to pay out of pocket
for denta care for her children, noting, “My focus for my children is [finding a nice dentist]. If they're
scared they won't go and that's it.”

Although most respondents felt that they liked the medical care they received, a few complained that
they had a harder time getting an appointment or were treated more rudely by waiting-room staff members
than those with private insurance. “If you have private insurance, you get a better attitude [from the
receptionigts or nurses].” Sometimes this attitude was compounded because some respondents were
embarrassed by being on a public assistance program.

Two respondents mentioned that they had problems getting appointments with or did not like their
new primary care physicians, therefore, they had returned to see their old doctors on an out-of-plan basis.
One woman was not assigned to the community health center that she requested, so she continued to go
there and paid for care on an out-of-pocket basis using their diding-fee scale for uninsured people.

However, others said that they could not afford to pay for care out of pocket and only went to plan doctors.

ACCESS TO SPECIALIZED CARE

An important eement of managed care is controlling access to specidized care, including specidists
and hospita care. In many cases, consumers expressed satisfaction with their care. One man who had
chronic mental-health needs commented, “On the levd of thergpy for me . . I've been very fortunate.”
The husband of awoman who had to stay in the hospital for a month because of maternity complications
was very pleased with the program: “Her doctor was great and they paid for everything--the whole
time.”

Nonetheless, a variety of problems were reported. One concern was that the choice of specidists was
sometimes inadequate or that plan specidists are rarely available. A woman with a chronic problem said,
“| got a very nice [speciadlist], but he only comes to the clinic once a month’on Tuesday. So for the rest of
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the month | can't get any care.” A more widely expressed concern was the delay in getting referrdsto
speciadized care. One woman said (to broad agreement from the group), “ It takes three months to get an
approval [to see a specialist or for tests].”

Another woman cited the inconvenience of some of the care arrangements. “My son had to get X
rays. There was an X-ray lab right down the hal [from his primary care physician|, but they didn’t teke
the Queen's So he had to jump on the bus to go downtown to get X rays.”

Some people deferred care because of percelved problems with the referral process. “1 needed
physical therapy for my knee But because | had so much trouble [with QUEST], I've just been living with
it. It'stoo much trouble to ask for areferrd from this hospitd that | don’t even know,”

One womean cited a case in which her primary care physician was unwilling to refer her for an X ray
or to a specidist, so she had to pay $300 out of pocket for an X ray to prove to her primary care physician
that she had a problem that required specialized care. Another woman reported that she had had a stroke
and when she went to one hospital in the ambulance, they refused to take her and referred her to another
hospital, which was affiliated with her plan.

One problem appeared to be related to plan restrictions for provider payments. One woman had
problems with her Norplant birth control implant and wanted it removed. The physician was unwilling to
remove it because the MCO did not pay separately for early remova, despite her problems.  She
complained to the MCQ and the state and finally received approva for Norplant remova; she was now
seeking approval for an operation to be Sterilized. However, it took hours of phone cdls to get these

authorizations

COMPARISON WITH MEDICAID OR PRIVATE INSURANCE

Overall, perceptions of QUEST were mixed. Most respondents had been on Medicaid, and many also
had had private insurance before QUEST. There were positive comments such as, “I’'m red grateful for
having the medical program” and “I have no problems with the program.”
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Others, especidly those in the chronically ill focus group, appeared to have preferred Medicaid to
QUEST, primarily because there were fewer restrictions in seeing doctors. One person summarized his
view as. “QUEST is health care for people who don't need to see the doctor.” A woman whose disabled
daughter was on Medicaid was very concerned about the problems that she might encounter if managed
care became applicable to the disabled: “I don't want QUEST |1 [the planned shift of disabled people into
managed care] to come up. I'm scared.” (Since details of the plan for QUEST I were not known at this
time, her concerns were generd instead of specific.)

One woman who had chronic heath problems had only one complaint about QUEST: she now had
to make copayments for her prescription drugs, which had been free under Medicaid.

Other respondents objected to some of the underlying premises of managed care, such as needing
authorizetion from a primary care physician. One person commented, “1 [don’t like] to have to ask
permission from someone ese to go to the doctor | want to go to.” Another said, “ Private insurance is

better because you can go to any doctor you want. But the good thing about [QUEST] is that you don't

pay any premiums.”

HEALTH CARE ALTERNATIVES

Respondents spoke of three aternatives to health care provided through QUEST: (1) going to certain
dinics, induding the Queen Emma Clinic in Honolulu and community hedth centers, (2) paying out-of-
pocket for occasiond visits to doctors or other hedlth care providers; and (3) purchasing private hedth
insurance. In generd, the uninsured people we met wanted to get into QUEST but were not yet enrolled
because of delays.

Although we expected that hedlth care aternatives would be most important to the uninsured, we
learned that even QUEST patients sometimes obtained separate care. As mentioned previoudy, people
sometimes felt the need to see a nonplan provider and were willing to pay some providers out of pocket.
One respondent preferred holistic health care and frequently used dternative hedlth, care providers (for
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example, naturopaths). He and hisfamily only used QUEST medica services for emergencies, diagnostic
medicine, and prescription drugs.  One unemployed woman was paying for private health insurance but
wanted to convert to QUEST. She had required surgery at the time her seasond job ended, and she had
arranged with her employer to maintain coverage.  Since her family income was very low (around the

poverty level), she was not able to afford her premiums.
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GROUP COMPOSITION

Ten physicians participated in the focus group in Memphis in June 1995. The group included two
internists, three obstetricians/gynecologists, two family/general practitioners, and three pediatricians. Their
practice settings included solo private practice (two), smal group private practice (three), large group
private practice (three), staff-model Hedth Maintenance Organization (HMO) (one), and academic setting
(one). The physcians were recruited from ligts of participating physicians provided by managed care
organizations (MCOs) operating in Memphis and through hospital contacts made by the local focus group
facility where the focus groups took place.  Among them, the 10 physcians represented al Sx plans
operating in Memphis (see Table E. 1). Physicians were offered an honorarium of $100 to participate in

the focus group, which took three hours.

OVERVIEW OF PARTICIPANTS’ CONCERNS

The physicians thought that TennCare Was agood idea, but one that had been ingtituted too quickly
and with resulting problems. The physicians principd issues were rdated to (1) medicad concerns
(especiadly declining prenatd care and the difficulty of getting specidty referrds), (2) adminidrative
concerns (especialy the difficulties of dealing with multiple and changing bureaucracies'and the continuing
problems of figuring out which plan a patient was enrolled in), (3) payment concerns (these varied with
the plan), and (4) the future (especidly whether The Med would survive, and whether Access MedPlus

would go bankrupt).

COMPARISON OF WAIVER AND MEDICAID
Before TennCare, most of the physicians were seeing uninsured patients, but only 7 of the 10 saw
Medicaid patients. The number of Medicaid patients these seven physicians saw varied from 3 percent

to 60 percent of thelr patient load; only one limited the number of Medicaid patients in his practice.  Only
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TABLE E 1

CHARACTERISTICS OF PHYSICIAN FOCUS GROUP PARTICIPANTS

Specialty Number Payment Number
Internal Medicine 2 TennCare pays more than Medicaid 3
Family Practice/Genera Practice 2 TennCare pays the same as
Obgtetrics/Gynecology 3 Medicaid 2
Pediatrics 3 TennCare pays less than Medicad 3
No opinion/No response 2
Years of Graduation from Medical
School Preferred to ded with Medicaid
1950s 3 than TennCare 5
1960s 1 | prefer to ded with the plans 1
1970s 2 It's about the same 2
1980s 4 No opinion/No response 2
Practice TennCare has increased my patient
Solo 2 volume 5
Smadl group (fewer than 10) 3 My volume has stayed about the
Large group (more than 10) 2 same 3
Staff-model HMO 1 My volume has declined 1
Academic sting 1 No response 1
No response 1
Overdl Opinion of TennCare
Participated in Medicaid Before Somewheat favorable 1
TennCare Neutral 1
Yes 7 Somewhat unfavorable 3
No 2 Very unfavorable 4
No response ! No response 1

Percent of Patients on Medicaid
1-10
11-20
21-40
41-60




one Medicaid MCO operated in Tennessee before TennCare, and only one of these physicians participated
init.

The physicians compared TennCare unfavorably with Medicaid. Medicaid was a known quarntity,
payments were known, and specidty referrals were not too difficult. Experience with TennCare has been
dramaicdly different. The physdans cited numerous problems, including the difficulty of getting
speciadlty referrals, payment levels and speed of payment, and confusion about patient eligibility. They aso
spoke of the chaos of the first few months of TennCare. Furthermore, they fee! there is more paperwork

under TennCare and just as many rules as with Medicad.

SELECTION OF MANAGED CARE PLANS

The physicians had dected to join from one to five plans (out of a potentid totd of six). Theone
physician who had experience with Medicaid managed care signed up with that plan because his earlier
experience with it had been good. Some physicians had signed up with particular plans because their
medica group had done so; some Sgned with severd plans to ensure maximum access for thelr patients.

Physicians received information about the plans through the state, the plans, and their professond
associations, The plans provided little information. One of the physicians met with the president of the
Phoenix plan before signing. Physicians said they had little or no room to negotiate their contracts with
the plans (athough some physicians had negotiated their capitation payments with the MCOs).

However, there was general agreement that the TennCare philosophy--with an improved primary care
base--was a good one, dthough implemented too fast. Physicians recommended higher capitation
payments when individuals are first enrolled because of the lack of preventive care they have received:
“With the TennCare patients that are coming in as adults, they are train wrecks. They are so sick and so

acutely ill it's going to be along time before physicians can sart making inroads in preventive medicine.”
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PAYMENT ISSUES

A magor concern was nonpayment because of enrollment problems. “They have cut codts, they just
haven't paid for what's going on.” There are different payment issues for different plans. The three largest
plans in Memphis are Blue Cross/Blue Shield, OmniCare, and Access MedPlus (which, combined, hed
80 percent of enrollment in Memphis in April 1995). The physicians consdered that Blue Cross paid
efficiently, but paid too little. They aso commented that Blue Cross did not give them enough information
about how much copayment they could collect from members with different copayment codes on their
membership cards. In contrast, they considered that, while Access MedPlus paid adequate rates to primary
care phydcians, it did net pay in atimdy manner or in away that enabled physicians to identify for whom
or what they were being reimbursed. Although this payment problem is not as acute as when TennCare
began, the physicians believed that Access MedPlus is not financidly sound, because it has not
demonstrated that it knows how much money it owes to providers. The physicians were criticd of the Sate
for dlowing Access MedPlus to operate in this way for so long.

This group of physicians reported varying payment methods (see Table E.2). The variability within
the plan may be due to the mix of primary care and speciaty physicians, who often have different payment
methods.

The physicians were infuriated by the amount of advertisng the MCOQs undertake, especidly around
the time of open enrollment. Thisis because physicians see advertising as money diverted from medica
care.

The physicians noted that, although primary care physicians are now being paid relatively better than
specidists, they did not consider it possible to run a practice with TennCare patients only. This is because

the payment rates (except for those of Access MedPlus) were too low.
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TABLE E2

PHYSICIAN PAYMENT METHODS

Access Blue Cross/  OmniCare/ Phoenix/
Method MedPlus  BlueShield  Affordable Advantage PruCare TLC

Fully Capitated
Partially Capitated I ] ! ] 2 |

Case Management Fee Plus
Fee-for-Service |

Fee-for-Service | 2 1 |

Fee-for-Service with a
Withhold or  Bonus 3 2

Other |

Don't Know
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OTHER MANAGEMENT ISSUES

The physicians were outspoken about several management problems. the difficulty of knowing which
plan apatient is enrolled in, the pressure to have multiple hospita affiliations, drug formularies that differ
across plans and keep changing, and difficulties getting action from plans when a problem is encountered.
Severa physicians were taking patients without payment because the patients were enrolled in plans the
physicians weren't contracted with; their patients will change plans at the next open enroliment.

Patient possession of an enrollment card is no guarantee that the person is enrolled in that plan. Al
of the physicians had encountered patients with multiple membership cards.  All physcians in the group
had office Saff assgned to check digibility even when the patient has only one card, because of their
experiences with denied payments for patients who appeared to be (but were not) members of a plan.
Although the physicians admitted that it was worse @ the beginning of TennCare, these problems are not
resolving. Newborns are not getting membership cards smoothly. The mother is responsible for getting
the card. Pediatricians a the hospital see the child when it isborn, but it is not covered after that unless
the mother gets it a card. Doctors reported that newborns sometimes get assigned to different plans than
the rest of the family; in one case, twins were assgned to different plans.

A consequence of participating in managed care plansis that physcians have to admit plan patients
to the hogpitds participating in that plan. The focus group physicians did not like to admit to multiple
hospitals because it takes extra time to do rounds. However, because some hospitals were dropping
Access MedPlus (they mentioned Baptist) they were having to admit to multiple hospitals until the next
open enrollment period (when their patients could switch plans).

The physicians complained about the difficulty of having to use different formularies for every plan
and the fact that the plans constantly change formularies. They adso complained that the staff members a
the plans who handle telephone request for exceptions from the formulary were sometimes ignorant and

often put them on hold for long periods.
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Access MedPlus came in for particular criticism about assgnment of different family members to
different physicdians. Ealy in TennCare a lot of ingppropriate physician assgnments occurred (for

example, 90-year-olds assigned to pediatricians).

PATIENT RELATIONS

Five physcians had increased their tota patient volume since they participated in TennCare. One
physician commented that, of the 500 TennCare patients he is managing, he has seen only a minority; when
he does see them for the first time, however, they are in need of a lot of care. The doctors said they were
the only people providing patient education about managed care and recommended that the MCQs be

required to provide this education, particularly concerning criteriafor usng the emergency room.

QUALITY OF CARE

Physicians talked about three quality-of-care issues. (1) what the lack of access to speciaists was
doing to quality, (2) access more generdly, and (3) the reduction in hospital services.

The doctors complained most about the extreme difficulty they were having getting referrds to
specidids for their TennCare patients (especialy orthopedic surgeons and neurosurgeons). This was
frudrating for them, and they sad they spent a lot of time trying to arrange speudlsi referrds. One
physician sad that a consequence of his spending so much time on his TennCare patients was that his
private patients were leaving the practice because they were having to wait longer to see him than they
liked. Only the physician in the Prudentia staff-model HMO plan had no problems getting speciaty
referrals.

The physicians were convinced that they had much worse access to specialists under TennCare than
under Medicaid, and that the cram-down provision and low specialty payments are the major reasons why
the specialists are not participating in TennCare. Consequently, the primary care physicians are providing

some services themselves that they would prefer a specialist to provide (setting bones was one service that
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two doctors mentioned), or else they call in favors from specialists to get the patient seen. They spend less
time in direct patient care when they have to pend so much time negatiating a specidty referrd.

Obgtetric and pediatric physicians were concerned that, when a patient is seen in the hospitd (at the
time of delivery), they cannot follow up with the patient afterward because the patient must go back to the
primary physician. They feel patients were not getting the best possible followup by the primary physician.
Some physicians believe that prenatal care has gotten worse, both because physicians can no longer assume
that pregnant women are presumptively digible and because women don’'t know the physician to whom
they are assigned.

The physicians o remarked that the networks of the two largest plans were problematic (dthough
for different reasons). The Blue Cross network included physicians who no longer practiced in the area
(one pediatrician stated that, of 50 pediatricians listed by Blue Crossin Memphis, only 6 were accepting
TennCare patients) and excluded physicians who refused to accept the “cram-down” provison. The
Access MedPlus network was incomplete at the start of TennCare; because of the poor clams-paying
record, specialty physicians have not been attracted to the network.

The physicians were dso concerned about what TennCare may do to hospital servicesin Memphis.
All were concerned that The Med would close down, thus removing the key source of care for high-risk

pregnancies and other subspecialty services

RECOMMENDATIONS

These physicians recommended changes to improve TennCare, including getting rid of the cram-down
provison, paying higher capitation in the period when a patient first enters TennCare, dlowing only one
or two MCOs to operate in an area, and requiring plans to educate their patients about managed care.  They
aso suggested having the state monitor the plans performance more closely and take action against poorly
performing plans, disdlowing excessive advertising by plans, and requiring patient copayments for those
who abuse the emergency room.
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APPENDIX F

CONSUMER VIEWS IN TENNESSEE






To learn the views of TennCare clients about the TennCare program, we conducted three consumer
focus groups in June 1995, one made up of disabled consumers and two made up of low-income
consumers. Two of these focus groups (low-income and disabled) were held in Memphis (Shelby County),

and the other low-income group was held in anearby rura area (Somerville in Fayette County).

SELECTION METHOD AND COMPOSITION OF FOCUS GROUPS

The focus group members are not a randomly selected group, but we believe they are representative
of TennCare enrollees. The TennCare Bureau provided us with an address list of low-income and disabled
consumers in Memphis. It had created these lists of enrollees by selecting every nth enrollee to yield 100
names from the digibility files. After attempts to contact these consumers by phone proved difficult, we
sent al of these consumers an express letter asking them to call a telephone number if they were interested
in participating in the focus group. The telephone number was for a focus group facility in Memphis that
coordinated recruiting. The focus group facility screened the cdlers and explained the purpose and time
of the focus groups, as well as the incentive for atending (a $25 payment). We recruited the rurd low-
income group with the help of the Department of Human Services (DHS) outreach worker.

The focus groups included 19 people (5 in the disabled group and 7 in each of the two low-income
groups). The focus group members were predominantly women (the disabled group included one mae),
and all groups included a mix of black and white consumers. The low-income groups included both
expanson group and “old-rule’ consumers. One consumer was enrolled as uninsurable on the bas's of
a letter from an insurance company stating her uninsurability. Household size ranged from 1 to 18, and
al of the families had incomes 200 percent or lower than the federd poverty leve (see TableF. 1).

The hedth status of the focus group participants varied, with the disabled group having the most
severe problems (lung cancer, digbetes, savere arthritis, heart condition, permanently injured shoulder,
permanently injured ankle, and a developmentally dissbled child). The rurd group dso had some
ggnificant hedlth problems (one participant was in the TennCare “uninsurable’ category). Their hedth
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TABLE F. 1

BACKGROUND  CHARACTERISTICS

Race/Ethnicity
White 12
Black 7

Public Assstance
AFDC
SS1
SSDI 6

Lo PO

Prior Receipt of Public Hedth Insurance
Medicaid

—
N

Family/Household Size

= 00 N o Ol B o N —

8
No response

s > = PO s O D O

Income as a Percent of the Federd Poverty Level
0-50
51-100
101-150
151-200
Refused/Don’t know

AR OO N

2 Respondents reported SSDI, but some of them appear to be SSI

AFDC = Aid to Families with Dependent Children; SSDI = Socia Security Disability Insurance;
SSI = Supplemental Security Income.
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problems included asthma, kidney problems, arthritis, headaches, mentd disability, and high blood
pressure. One reported blindness in a family member.

Six managed care organizations (MCOQs) operate in Shelby County, but only the two statewide plans
(Blue Cross and Access MedPlus) operate in Fayette County. We had members of al but one of these
plansin our focus groups (see Table F.2). (PruCare, which was not represented, is one of the smallest

plans in Memphis)

OVERVIEW OF PARTICIPANTS’ CONCERNS

The levd of stisfaction with TennCare was fairly high; the rurd group seemed more satisfied than
the groups in Memphis with the care provided by TennCare. Specific problems the consumers raised had
to do with TennCare administration, physician choice, physician quality, prescription drug coverage, denta
access, and access to primary care physicians. The disabled group, athough generaly satisfied, had some
particular concerns, some of them thought Medicaid was better than TennCare because it dlowed more

physician and hospital choice.

ENROLLMENT INTO TENNCARE

The consumers had heard about TennCare from a variety of sources. These included hedlth care
providers, televison advertisements, DHS caseworkers, an employer's insurance benefits coordinator, and
a recruiter for one of the plans. Some of these sources were insgrumentd in the consumers enrollment in
TennCare. Severd of the urban consumers who had been in Medicaid before TennCare said that they had
been switched over automatically with little problem. Some, however, thought enrollment was confusing,
One said, “For some reason they told me | had to be approved for Medicaid before | could get approved
for TennCare; | didn’t understand that.”

Compared with the time of dtartup, consumers understood retrospectively much more about the

enrollment process and what kinds of choices they could have made. Comments on the caseworkers who
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TABLE F.2

FOCUS GROUP PARTICIPANTS, BY PLAN

Total Number of Other Household

Pan Number of Participants Membersin MCOs
Blue Cross/Blue Shidld 6 7
Access MedPlus 5 6
TLC 2 0
OmniCare 3 |
Phoenix l 0
PruCare 0 0

Refused or Don't Know
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handle digibility were varied. One Memphis consumer said, “She shouldn’t be there if she’'s not going
to read up on how the insurance works.” But the rurd focus group participants (which included two in
the expansion group) had al received help in enrolling from the DHS outreach worker and considered her
extremey hdpful.’

Two of the urban consumers are enrolled as uninsured and pay premiums. The sat€' s management
of premiums is faulty; one consumer has paid her premiums but reported that the state had sent her a letter
saying she had not been paying (fortunately, she had her check stubs and could show the state the check
numbers). Another had an increase in her income and went off Medicaid into the uninsured group. The
casaworker was confused about whether she was il digible for TennCare, but 6 months later she was
dill covered and has never received a premium billing (even though she believes she should have).  One
of the consumers representing a disabled child was also covered by TennCare and previously by Medicaid.
She reported being billed for premiums, but she threw away the letter and continues to have coverage.
Premium-paying consumers commented that the premiums are very affordable, unlike insurance offered
with their own or their spouse's employment, which they could not afford (these consumers may not

actudly be igible, even though they are enrolled).

SELECTION OF PLANS

Many consumers did not select a plan when they enrolled because they did not understand that they
needed to make a choice; therefore, they were assigned to plans. “I think alot of us were ignorant about
what to do and how the new program was going to work and so maybe a lot of us didn’t know exactly what
to do and actudly | didn't choose my own, they chose for me” Some were not satisfied with the
assignment, however, and changed (either right awvay or at open enrollment). “I never chose my insurance

50 | got stuck with Blue Cross/Blue Shidd, then | sent my papers back in to get changed to Access

*These participants in the focus group were selected because they were known to the DHS outreach
worker, however, so we cannot assume that everybody in the county had access to her.
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MedPlus because no doctors took Blue CrosyBlue Shield.” The loca DHS outreach worker had advised
the rural focus group participants to ask their physician about which plan to choose (there were only two
choices for this group--Access MedPlus and Blue Cross).

After consumers had selected or been assigned to a plan, it took about 6 to 8 weeks (and, in one case,
6 months) for them to receive their membership cards (the outlier admitted she moved a lot). Two
consumers said they didn't realize they could use services before they got their cards. One child had been
sent three plan cards (dl from plans other than the plan of the mother and siblings, who were in Blue
Cross/Blue Shidld); the mother was not sure which of these plans was active.

Since TennCare Startup, consumers had learned a lot about how the process works. Severd of them
had changed plans at open enrollment in October 1994, and others thought they might change at the next
open enrollment period (in October 1995). Reasons for changing plans included getting a better choice
of physicians and joining a plan (such as Access MedPlus) that offered extra benefits.  One consumer
complained that she tried to enrall her children in a different plan from the one she’ wasiin, but that the
whole family had been enrolled in the same plan. (The State policy isto enrall &l family membersin one
plan, but it sometimes meant that somebody in the family, either mother or children, had to change
doctors)) The focus group functioned as an information exchange, with consumers agI;;iSi ng each other
about their experiences with enrollment and different plans and explaining how the date tried to put
families into the same plan. Severd consumers indicated that different family members were in different

plans (athough this was usudly when one of the family members was disabled and others were naot),

RELATIONSHIPS WITH PRIMARY CARE PROVIDERS

Some consumers had selected their primary care physician. Others had been assigned a physician by
their plan, either because they did not realize they had to choose one or because the plan had assigned an
interim physician they could change during a limited follow-up period. The urban low-income focus group
members least often chose their own doctor; only two out of seven had done so. By the time the focus

F.8



groups were held, the consumers understood that TennCare was about limited choice of physicians. (They
commented that the lists of doctors made it look like thereis a choice, but it's more gpparent than red,
because when you cal they won't necessarily take you.) Some consumers, however, gill did not know
how to change primary care physicians and were frustrated because they had tried unsuccessfully to get
their dinics to make the change for them (instead of approaching their plan). The mother of a child
assigned to a generd practitioner instead of a pediatrician had this problem; she wanted to change the
physician but did not understand how to. The other focus group members offered her a lot of advice about
how to change.

Mos of the consumers were fairly satisfied with their primary care physcians, dthough there were
exceptions. One disabled consumer had to change physicians when he enrolled in TennCare because his
previous physician (a speciaist who saw him for dl his needs) was not accepting TennCare patients. He
frequently needed specidigt attention for pain management but had to get areferra from his primary care
physician for every specialist visit. In addition, this primary care physician was in an areahe did not like
to go to. Another consumer said that a doctor had “ given her the wrong trestment.” Another explained
that, after changing physcians, she was told to administer medications differently to her child. One
consumer spoke of uncaring physicians-she said her doctor was “not a people person” and gave her
prescriptions when she wanted a physical; she had complained about him to her plan. On the other hand,
another consumer specifically said she did not feel discriminated against for being a TennCare enrollee and
another “loved” the care she received.

Access to primary care physcians (gppointments and trave times) was generaly satisfactory to the
participants (1 to 5 days), athough a few complained of long waits to appointments (more than 2 weeks),
and two complained about the location of the physician (one was along travel time out into the suburbs
from center city, and another was the opposite). One consumer with tongllitis was told by her physician’s

office that she would have to wart several days for an appointment, so she went to the emergency room at
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Methodist hospita. The hospitd caled her physician and was able to get her an appointment with her
physician for the next day.

One-hdf of the disabled group was unaware that trangportation to medica care was available: “I
didn't know; | had no idea” In a low-income group, however, there was a greater awareness of
transportation availability: some said that their plan offered ataxi service, and others sad that their clinic
offered one. Severa had used it. One pregnant women explained that you have to order the taxi service
several days ahead of time and that's how she got to her regularly scheduled prenatal appointments. Most
of the consumers had a car or could get somebody to take them for an appointment, however.

One of the consumers talked about problems getting access to the emergency room in Memphis for
her child. This consumer said that the children’s hospitd had refused to see her child for bronchitis
because they weren't accepting her plan (Le Bonheur did stop accepting nonemergency Access MedPlus
members). Therefore, she went to the “evening clinic’ (a primary care clinic for after hours) “and when
| took her across the street to the evening clinic, they referred me right back to Le Bonheur; they called the
paramedics because she was too sickly [for me to take her back].”

Providers had billed several consumers, even though they are covered by a TennCare plan. One sad,
“I"'m not exactly sure what I’m supposed to pay out of my pocket and what the plan pays for.” One said
she handled these bills by throwing them away. Another was not sure if she was supposed to be paying
for an X ray that she was being billed for, and another was billed for an ambulance that took her son to Le
Bonheur hospital (but which she has not paid for). Another explained that her disabled husband has to pay
for prescription drugs and then get reimbursed later by the plan; thisis a hardship because the drugs are
very expensve. Some were paying copayments on services such as vision care for adults (offered by

Access MedPlus); one said she paid $10 for a visit and contact lenses.
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The consumers do not seem to be using out-of-plan services a great deal. One consumer paid out of

pocket for a physcad exam at the family-planning clinic because her primary care doctor would not

examine her (she said he does't like examining her).

ACCESSTO SPECIALIZED CARE

The consumers understood that they had to have areferra dip from their primary care physiciansto
see agpecidig (unless they were in Blue Cross/Blue Shidld), but they were not aware of the efforts the
physicians described undertaking to get these referrals. Most consumers were satisfied with their access
to specidty care (an exception was the disabled consumer noted earlier who had trouble accessing a
specidig for pain management). The disabled group in Memphis was especialy concerned about what
would happen to their access to speciaty care if The Med closed down. They were extremey happy with
The Med and the specidists there, used The Med in emergencies regardless of which plan they werein,
and were very critical of Access MedPlus (which they said had not been paying the hospitals, and thus was

causing financia problems a The Med).

COMPARISON WITH MEDICAID AND PRIVATE INSURANCE

Virtually none of the focus group participants had recent experience with private insurance. One who
had been enrolled in a private plan noted the very high cost of the plan ($150 a month) and the fact that,
when she needed services during her pregnancy, none of them was covered. Many of the consumers had
experience with Medicaid before TennCare; the principal differences they talked about were the greater
choice of doctors under Medicaid, the fact that they had had to change doctors under TennCare, the
differencesin prescription drug coverage, and difficulties accessng dentists.

Having to change doctors was a major problem for some consumers because they had to get used to

a new doctor; in one case, it had made specialty access very difficult. However, the bottom line for patients
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was the doctor’s persondity and whether they were treated well; most were very pleased with their
TennCare doctors, even when they had not chosen them themsdves.

Medicaid limited the number of prescriptions to seven, while the TennCare plans restrict which drugs
they cover. TennCare is more of a problem because some consumers have had to switch drugs, and in the
early days of TennCare they had trouble finding pharmacies that would fill their prescriptions.  One
consumer wanted to know why some hirth control pills were covered and others were not.  Memphis
consumers reported that different pharmacies in the same chain had different policies for over-the-counter
medications such as vitamins, some did not charge, while others did.

Children’s access to dentists under TennCare is problematic in the rura area. Some plans offer dental
care to adults, but none of those who had adult coverage were using it because of difficulties finding

dentists who accept TennCare patients.

HEALTH CARE ALTERNATIVES

In the rurd area, consumers appear to be seeing the same physicians that they did before joining
TennCare. In the urban areas, consumers who had had a physician often had to change when they were
enrolled, some because they did not make an active choice of plan or physician, some' because the state
switched them to a different plan than the one they chose, and some because their previous doctor did not
participate in TennCare. In Memphis, The Med (and Le Bonheur for children) seemed to be everybody's
back-up source of care. That was where they used to go for care, and many continued to go there
regardiess of their plan and physcian assgnment.  As the hospitals narrow which plans they will accept

and open clinics to divert primary care from their emergency rooms, these patterns will be disrupted.

OTHER ISSUES
The focus group participants were very aware of the attitudes of their providers to TennCare, the

financid difficulties The Med isin, and the differences in payments among plans. They talked about how
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low the payments were under Blue Cross and how Access MedPlus didn't pay its hospitd bills, one
described how her hospital had lost money on her admission. The consumersin Memphis aso reported

that Methodist was the only remaining hospital in town accepting nonemergency Access MedPlus patients
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